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THE BANKER 
A Banker’s Diary 








SIR JOHN SIMON’S sensational announcement, following 
a succession of the largest supplementary estimates ever 

Defence presented, that defence expenditure this 

Borrowing year must now reach the enormous total of 

to Exceed £730 millions, instead of the £580 millions 
£500 Millions envisaged as recently as April, is of the 
deepest significance for the monetary outlook. It is 
clear that British rearmament finance is entering upon a 
new phase which will raise a host of new problems, 
Those problems are by no means unforeseen. While 
approving the policy of deficit financing so long as 
idle resources remain to be drawn into employment, 
THE BANKER has frequently emphasized the need for a 
radical change of outlook and methods once a state 
of effective full employment has been reached. By a 
variety of fortunate accidents, the acceleration of 
rearmament has hitherto been able to proceed smoothly 
and painlessly. Most important of all, of course, has 
been the slack created in our economic system by the 
recession of 1938, which has enabled the defence sector 
of industry to be expanded rapidly without any 
encroachment on our standard of living. Secondly, 
there was the contraction in the tender Treasury bill 
issue due to last year’s gold losses, which makes it 
possible, as Sir John pointed out, to raise in the form of 
Treasury bills, say, £150 millions of the £500 millions 
or more of defence borrowing now contemplated. 
Finally, we have been fortunate in the low prices and 
over-abundant supplies of important primary commodi- 
ties, which fact has ruled out any fear that the increase 
in expenditure might provoke sharply rising material 
costs. 

That phase seems rapidly to be nearing its end. 
Already the advance in arms spending has caused a 
rapid diminution in unemployment to something very 
near the lowest level touched in the 1937 boom. The 
further increase now announced must bring nearer the 
point at which all the available slack will have dis- 
appeared, thus precluding the use with any measure of 
safety of further credit expansions (however low the 
Treasury bill issue may be at the time). At the same 
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time the increase in the prospective deficit, which must 
then be financed entirely out of existing savings, raises 
the prospective volume of borrowing to levels which 
must very considerably exceed the current flow of 
savings, even at the higher level to which this will have 
been raised by the initial credit expansion through the 
floating of Treasury bills. 


For all that, it would still be jumping to conclusions to 
suppose that borrowing, even at the rate of £500 millions 
per annum, must necessarily be infla- 
tionary. The important thing is that 
inflationary methods of finance should be 
abandoned at the first sign that an infla- 
tionary situation is developing; that is, if the balance of 
trade deteriorates sharply or if rising costs due to bottle- 
necks in defence industry begin to send up the prices of 
consumption goods. Above all it is imperative that in 
framing its fiscal policy the Treasury should have the 
correct criteria in mind. It must be realized, first, that 
the valid distinction is not between Treasury bills and 
longer-term issues but between securities taken up by 
the banking system and those taken up by the public. 
Thus the issue of a money market short to be sub- 
scribed by the banks would be just as expansionary 
as an increase in floating debt. Secondly, the Chancel- 
lor’s statement seemed to suggest that funding policy 
would be determined simply by the absolute level of the 
Treasury bill issue, and in particular that this would in 
any case be restored to the level ruling before last year’s 
gold losses. If further gold losses should occur, in other 
words, the amount borrowed on Treasury bills would 
presumably be increased and that borrowed through the 
gilt-edged market reduced. This, however, is merely a 
disguised form of credit expansion (even though it leaves 
the Treasury bill issue no higher than before), since 
dormant foreign deposits are replaced by active domestic 
deposits which enter directly into the industrial circula- 
tion of money. Whether such expansion is sound, it 
must be emphasized once again, depends solely upon 
whether industry is or is not fully extended. Provided 
that this is borne in mind, and the total borrowing is 
limited to the volume of current savings in a state of full 
employment, inflation can still be avoided. 


Means of 
Avoiding 
Inflation 


oO 
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To comply with the latter stipulation, however, will 
not be easy. Apart from the direct defence borrowing 
by the Government, it is necessary to reckon with bor- 
rowing for defence purposes by private industry and 
municipalities, and with certain other unavoidable 
demands upon the capital market, such as the finance 
of export credits, the prospective loan to New Zealand 
and possibly the conversion early next year of the 
Conversion 44 per cents. If inflation is to be avoided 
the difficulty, obviously, will be to prevent a sharp rise 
in rates of interest. This in turn can only be achieved 
by the strictest and most skilful control of the gilt-edged 
market. Recent experience of official policy in the gilt- 
edged market has scarcely been encouraging. Notwith- 
standing the warning afforded by the Australian loan 
result, the authorities towards the end of June admitted 
to the market in rapid succession a stream of outside 
trustee borrowers for relatively large amounts. By 
fixing the terms of these issues progressively below the 
market, and by failing to prepare the ground by a suffi- 


ciently liberal credit policy, the authorities themselves 
undoubtedly contributed to the culminating fiasco of the 
L.C.C. loan. Thanks to this not very successful manage- 
ment, the market has temporarily been reduced to a state 
of acute indigestion even before any start has been made 
on the central problem of rearmament borrowing. 


SILVER has once again had to pay severely for its position 
as the pawn of American politics to which it was reduced 

The by the notorious Silver Purchase Act of 

Silver 1934. In recent years the silver market 
Coll has become used to a series of recurrent 

omapse crises on the approach of each possible 
turning point in American policy, but the crisis of the 
past month far exceeded in its intensity and in the 
severity of its effects anything seen since the chaotic days 
of December, 1935. For purely political reasons, the 
Senate at the end of June voted against the Bill renewing 
for another two years the President’s monetary powers, 
including the power to purchase foreign silver, while 
inserting in the Bill an amendment which would have 
raised the buying price for domestic silver from 
64.64 cents to 77.50 cents. The consequent slump in the 
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London price was followed on the succeeding day by a 
cut in the Treasury’s buying price for foreign silver to 
4o cents an ounce from the level of 43 cents which had 
been maintained since the reduction from 45 cents in 
April, 1938. This reduction was sufficiently severe to 
leave the London price above parity with New York and 
in the absence of any assurance that the new level could 
be relied upon there was inevitably a further slump in 
the London price, to be followed by further cuts in the 
Administration’s buying price. Thereafter the London 
and New York prices chased each other down to pro- 
gressively lower levels. The vicious spiral only touched 
bottom on July 10, when the spot price in London was 
fixed no higher than 16;;d., and the forward price at 
153d.—these being the lowest levels touched for eight 
years, or some years before the passage of the 1934 Act 
which was to rehabilitate silver as a monetary metal. 
The slump was only arrested at this point because the 
US. Treasury at last refrained from bringing its buying 
price down below parity with the London price (which 
would have been 33 cents), the new level on that day 
being fixed at 35 cents. Even that basis, however, repre- 
sents a cut of no less than 20 per cent. in the buying 
price for the metal within a fortnight. Meanwhile the 
President’s monetary powers had been restored after 
reference of the disputed Bill to a Joint Committee of the 
House and the Senate, the buying price for domestic 
silver being finally raised to 71.11 cents by a reduction 
in the Treasury’s seignorage from 50 per cent. to 45 per 
cent. of the coinage price of $1.2929. 


On July 12 the Bank of England announced a purchase 
of gold to the value of £20,002,848, the first substantial 

Rising gold operation since the large transfer of 

State £350,000,000 to the Exchange Account in 
January last. The obvious reason for this 
purchase was the rapidly rising trend of 
the note circulation, which in the previous week had 
reduced the Banking Department’s reserve to the excep- 
tionally low figure of £21,364,000 and its Proportion to 
13.9 per cent., the lowest ratio for the present decade. 
As will be seen from the following table, the circulation 
on July 12 showed a further expansion, contrary to the 
02 


Circulation 
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seasonal trend, of £2,207,000 to £507.9 millions, an 
increase of no less than £19.8 millions on _ the 
corresponding date in 1938. 
ANALYSIS OF BANK RETURN 

£ millions 





Note 
Circu- Re- Total Total Public —_ Bankers’ 
lation serve Securities Deposits Deposits Deposits 


June 2I .. 494°7 32:2 144°3 158-6 25°2 97°2 
26 «s 40070 20°2 143°6 153°8 15°4 10I*4 
July 5... 505°7 21°4 150°0 153°3 19°3 96:5 
» 2... SO7-G 30°% 132°3 153°4 29°5 87-1 
. 507°6 39°5 138°9 160°3 28-4 95°5 


It is probable that this increase of some £20,000,000 if 
anything understates the extent of the true expansion 
in the public demand for notes; for while on the one 
hand the banks’ reserves of till money have been streng- 
thened on balance by some £§8,000,000, it is probable 
that this is considerably less than the foreign dishoarding 
of British notes over the period. Such an expansion in 
the demand for notes is, of course, an inevitable result of 
the increase in employment to record levels brought 
about by the enormous increase in defence expenditure. 
But for the gold purchase, the normal expansion in the 
circulation to the holiday peak (which must inevitably 
establish a fresh high record circulation) would have 
reduced the Banking Department’s reserve to the order 
of £10,000,000 and the Proportion to something less than 
7 percent. As it is, the reserve was restored on July 12 
to the comfortable level of £39.1 millions and the Propor- 
tion to 25.5 per cent. As will be observed from the table, 
the gold  paechane was not allowed to cause any expan- 
sion in the credit base, the increase in the reserve being 
offset by a contraction in the Bank’s holding of securities 
which left its total deposit liabilities substantially 
unchanged at £153.4 millions, though in the following 
week these were raised to £160.3 millions by an increase 
in the securities holding. 


THE extent of the gold loss revealed by the statement of 
the Exchange Account’s position as at March 31—the 
fifth of the Chancellor’s — half-yearly 
announcements—caused considerable sur- 
prise in banking circles. As will be seen 
from the table below, our total stock 


Exchange 
Account 
Gold 
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of monetary gold, valued at 148s. 6d. an ounce, 
amounted at that date to £593.7 millions, a decline of 
£137.9 millions since the end of September last and of 
£292.8 millions on the year. 


BRITISH MONETARY GOLD STOCK 
Ounces (000’s omitted) 
In Bank of In Exchange Total 
England Account 


March, 1937 .- 2 ee 73,843 26,674 100,516 
September, 1937 ve és 76,843 39,854 116,697 
March, 1938 .. as hia 76,843 42,546 119,389 
September, 1935 + ox 76,844 21,684 98,528 
March, 1939 .. + + 30,459 49,490 79,949 
£ millions at 148s. 6d. an ounce 
March, 1937 .. a i 548°3 198- 764°4 
September, 1937 ma és 570°6 295° 866°5 
March, 1938 .. a ai 570°6 315° 886; 5 
September, 1938 bie ia 570°7 161° 731°7 
March, 1939 .. “3 “s 226-2 367° 593°7 


The loss was at least £30 millions in excess of general 
expectations, since the general impression was that the 
statement would show an Exchange Account holding of 
close on £400,000,000. In actual fact, as will be seen, 
the Fund’s gold resources at the end of the quarter were 
only £17.5 millions in excess of the large gold transfer 
made on January 6. It will be recalled that sterling was 
relatively firm until the second half of March, when there 
was a fresh exodus of capital as a result of the invasion 
of Czechoslovakia. This clearly indicates that the 
pressure in the autumn and winter of 1938 must have 
been even more severe than was supposed at the time, 
and must have reduced the Fund’s gold resources to a 
very low level—probably less than £50,000,000—before 
these were replenished by the large transfer from the 
Bank of England. Although there has been little 
pressure on capital account since April, recent trade 
returns suggest that the position on income account is 
once again deteriorating, as it almost inevitably must do 
in view of the tremendous pace of rearmament. The 
June trade figures confirm the impression left by the May 
returns in two respects, namely that while exports show 
a distinct improvement this has been more than offset 
by the rising level of imports, so that the adverse balance 
Is once again running at a higher level than twelve 
months earlier. The following table brings out this 
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declining trend very clearly and shows that whereas in 
the first four months of the year the balance of trade 
showed an improvement—though at a declining rate— 
of as much as £24.3 millions, the following two 
months’ returns have been sufficient to reduce this by 
£4.5 millions :— 
(£'000) 

Import Change on 

Surplus 1938 
January is = ‘ei - ‘sh 31,495 — 7,400 
February re si a e 9 22,691 — 10,017 
March .. i - én sis ai 31,418 — 5,812 
April .. di oe re ne 7 30,350 — 1,074 
May .. ‘ Ki me ‘ ‘“ 31,255 + 1,198 
June .. - ‘ks si i - 37,971 + 3,312 


THE news that an amalgamation has been arranged 
between the Amsterdamsche Bank and the Rotter- 
The Dutch Gamsche Bank, two of Holland's largest 
Banking banks, caused considerable surprise in 
Monte London. At present the capital of the 
Amsterdamsche Bank is Fls. 55,000,000 

and that of the Rotterdamsche Bank Fls. 45,000,000, 
The capital of each bank will be reduced to 
Fls. 35,000,000, while in each case the published 
reserve will be changed to Fls. 20,000,000, giving the 
combined institution a capital of Fls. 70,000,000 and a 
reserve of Fls. 40,000,000. This reduction of capital, and 
particularly the fact that the reduction is to be effected 
by cash repayments, shows clearly that the move is a 
response to the recent unprofitabie conditions in Hol- 
land. Last year, for example, the net profits of the 
Rotterdamsche Bank were reduced from Fls. 6,582,000 
to Fls. 4,145,000, and it may safely be assumed that one 
of the main objects of the amalgamation would be to 
offset this pressure on earnings by limiting competition. 
The causes of the unprofitable conditions are twofold. 
On the one hand the extreme liquidity of the Dutch 
money market, resulting from the enormous increase 
since 1936 in the Nederlandsche Bank’s gold reserve, has 
forced interest rates down to excessively low levels. On 
the other hand, the continued business depression has 
been reflected in a continuous decline in the demand 
for bank accommodation. In recent months political 
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fears have caused some hardening of interest rates and a 
reversal of the capital inflow, but this very same 
influence has helped to prevent any revival of business. 
Unfortunately, the solution of the Cabinet crisis offers 
little prospect of any fundamental change, since Holland 
will have to pay dearly for political stability in Dr. 
Colijn’s “ orthodox ” ideas of finance. Meanwhile, this 
important banking merger is an interesting suggestion 
that while banks may resist depression if interest rates 
rise, or resist cheap money if trade is active, the combina- 
tion of depression and famine rates of interest may 
prove incompatible with the maintenance of competition. 


The Banking Half-Year 


7 banking experience of the past half-year has 


in some respects been in quite marked contrast 

with that of the second half of 1938. Throughout 
the last nine months of last year the dominant influences 
upon the banking structure were the huge outflow of 
foreign funds from London and the recession in the 
general level of domestic business activity. The 
repatriation of foreign hot money did, indeed, continue 
into 1939, and throughout January the pressure upon 
sterling was very severe. But the close of that month 
coincided approximately with a supposedly “ peaceful ” 
speech from Hitler in the Reichstag and with the drastic 
measures taken by the London authorities to stop 
exchange speculation. These measures, coming so 
quickly after the strengthening of the position of the 
Exchange Equalization Account by the big transfer of 
gold from the Bank, proved extremely effective in the 
calmer political atmosphere, and the steady drain of 
capital abroad was arrested. It was resumed in the 
second half of March after the rape of Czechoslovakia, 
and continued throughout April, but the efflux during 
this period was certainly not comparable in amount with 
that of the critical weeks of last autumn. And in May 
and June sterling was generally more or less self- 
supporting. It is certain, therefore, that the capital out- 
flow over the six months was but a fraction of the very 
heavy efflux of the second half of last year. 
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But for this slackening, the banks in this past half- 
year might have faced some very difficult problems 
indeed, for the difficulty—already acute in 1938—of 
working with an abnormally small proportion of liquid 
assets has been greatly intensified by the steep recovery 
in domestic trade which began at the turn of the year. 
It is in this respect that there is the most notable contrast 
between the two periods. By the middle of 1938, it is 
true, the trade recession had almost spent itself—there 
was only a very slight decline in the ensuing six months. 
But the trade trend was reflected in demand for bank 
credit only after a lag of six months, with the result that 
the decline in advances, which had begun in April, pro- 
ceeded steeply until November. Over the period from 
March to November, when the low point was touched, 
the total for the eleven clearing banks dropped from 
£995.2 millions to £961.7 millions. From the liquidity 
standpoint, that was a helpful movement, for throughout 
this period the banks were feeling acutely the effects 
upon the Treasury bill supply of the Exchange Account 
sales of gold. In the second half of 1938, while the total 
issue of Treasury bills rose from £889 millions to 
£986 millions, the tender issue fell by almost 
£100 millions, to £488 millions, and the clearing banks’ 
bill portfolio shrank by £50 millions. In the face of 
this severe shrinkage in the supply of liquid assets, the 
banks were forced to depart from their normal practice 
of employing in new investment purchases the resources 
released by repayments of advances: between March 
and November only £8 millions of the £34 millions 
released was thus employed. 

In the past half-year this experience has been 
strikingly reversed. On the up-trend of trade, bank 
advances responded without any lag whatever, and rose 
steeply for five successive months, reaching £992.5 by 
April. The figures for May and June have shown a 
slight set-back, to £987 millions, so that the net increase 
from the November low is £26 millions. After the very 
cautious investment policy which the banks pursued last 
year, it might have been expected that this half-year only 
a small part of the increase in advances would have been 
counterbalanced by sales of investments. In fact, the 
reverse is true. By June, clearing bank investments 
had been reduced to £600 millions, their lowest level for 
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fully four and a half years, and £71 millions below the 
peak touched in early 1937. And the reduction since 
November has exceeded the increase in advances by no 
less than £16 millions. In consequence, whereas in 
June the total of advances was actually £7 millions 
above the figure for June, 1938, the investments totai 
showed a decline of £29 millions. 

The explanation of this investment policy is two-fold. 
First, it is becoming increasingly clear that the huge 
deficit-financing required by the armament programme 
will not be achieved without exerting appreciable 
upward pressure on the level of interest rates, for there 
is unfortunately no sign that the authorities are framing 
either their industrial or their credit policy in such a way 
as would minimize the strain upon the gilt-edged market. 
In fact, the trend towards higher interest rates has pro- 
ceeded quite a long way in the past twelve months— 
particularly in the past four months—and the banks, 
with their gilt-edged holdings around present levels, 
must view the prospect of further capital depreciation 
with some concern. That is one evident reason why the 
banks now never miss a favourable opportunity for 
lightening their portfolios. The second major influence 
upon investment policy, this half-year, as last, has been 
the shortage of liquid assets. Although the outflow of 
foreign funds was much smaller, it was sufficient to add 
very greatly to the banks’ liquidity problems, for 
whereas last year’s outflow, and the consequent repay- 
ment of Exchange Account tender Treasury bills, coin- 
cided with the period of Exchequer deficit, during this 
half-year it coincided with the season of Exchequer 
surpluses. This double influence produced a very 
heavy contraction in the effective floating debt in the 
first quarter of the year, and in March the tender issue 
of Treasury bills dropped to its lowest level for many 
years, at only £346 millions, compared with £522 millions 
at the corresponding date in 1938 and £622 millions at 
the end of 1937. In April, therefore, the clearing banks’ 
bill portfolio—at £184 millions—dropped to by far its 
lowest level since the war. 

_ Such a dearth of liquid assets, coming at the very 
time when a new wave of political uneasiness was 
creating demands for liquidity throughout the business 
and financial world, inevitably caused great incon- 
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venience to the banks. Yet their problems were severely 
aggravated by the action of the authorities, who once 
again entirely failed either to avoid immobilization of 
credit caused by heavy payments to the Exchange 
Account by buyers of gold, or to create new credit to 
make good the inroads into bank cash caused by the 
sudden increase in public demands for notes. Thanks 
to their conservative investment policy, the banks had 
succeeded in 1938 in building up their cash ratios from 
the exiguous levels to which they had shrunk in 1937; 
but by April last the mishandling of the credit situation 
by the authorities had forced ratios down again below 
the comparable 1938 figures. It was hardly surprising, 
therefore, that official policy gave rise to a great deal of 
dissatisfaction, for, with bills in such short supply, the 
banks were in any case entitled to expect a more than 
usually liberal credit policy. But in the particular 
circumstances, when there was the ever-present danger 
of wholly abnormal currency demands from the public, 
the attitude of the Bank was found particularly difficult 
to understand. After experiences such as these—the 
same sort of thing happened last autumn—the banks, in 
self-defence, have sought to improve their liquidity ratios 
by the only means available to them, by reducing their 
investments. Despite these efforts, the ratios through- 
out the half-year were inordinately low, and _ the 
combined proportion to deposits of cash, call money and 
bills has remained well below the 30 per cent. which the 
banks generally like to maintain. 


THE END-JUNE BALANCE SHEETS 


It is in the light of these dominant tendencies that 
the half-year-end balance sheets should be studied. 
Consider first the combined figures of the “Big 
Five” banks. Their deposits at June 30 aggregated 
£1,937 millions—a decline of no less than £84 millions, 
or 4.2 per cent., from their level at mid-1938. But only 
£14 millions of this fall occurred in 1939, thus clearly 
demonstrating how markedly the capital outflow has 
slackened since the turn of the year. 

At the same time, whereas in the second half of 1938 
“Big Five” advances declined by £16 millions, in the 
first half of 1939 they have risen by no less than 
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£30 millions, to £846 millions, with the result that the 
ratio to deposits has risen steeply, from 42.7 per cent. a 
year ago to 45.2 per cent. It is in the liquid items, 
however, that the most striking movements occur. Cash 
holdings have declined over the twelve months by no 
less than £30 millions—of which £19 millions occurred 
in 1939—and the cash ratio has fallen to the unusually 
low level of 10.3 per cent., in contrast with 11.4 per cent. 
at mid-1938. Call money has dropped over the year by 
£11 millions and bills are down by £34 millions—the 
decline in bills would have been much greater but for 
the rapid expansion in the floating debt in the past two 
months in consequence of the acceleration of arms 
spending. The liquidity ratio thus stands at no more 
than 26.8 per cent., compared with 28.5 per cent. at end- 
1938 and 30.4 per cent. a year ago. Investments during 
the year have been reduced by £29 millions—by 
£25 millions since December—and their ratio to deposits 
is now 24.8 per cent., against 26 per cent. 

Necessarily, these average changes conceal some 
marked divergencies between the experience and policy 
of the different banks, though the trends throughout are 
broadly similar. The contrasts as well as the similarities 
are Clearly brought out in the following tables, which 
are compiled from the balance sheets on the same basis 
as those given in THE BANKER last February : 


ENGLISH BANKING LIABILITIES 


Capital and Acceptances, 
Reserves etc. 


1938 1939 1938 1939 1938 1939 


Deposits, etc. 


{mn {mn {mn {mn {mn {mn 
Barclays .. 26°6 26-6 436-0 428-1 13°7 I5°4 
Lloyds. . s« 25°32 25°3 401°6 396-6 36-6 36°7 
Midland .« 26 27°6 498-6 468-6 17°5 Ig°I 
National Pro- 
vincial .. 8-0 18-0 323°8 301°7 8-4 g°2 
Westminster .. 18-6 18-6 360-2 341°7 17°7 19°4 
Coutts . . 2°0 2°0 23°4 21-8 0°7 0-7 
District 6-0 6-0 79°3 83-4 6°7 8-6 
Glyn, Mills I°9 I°9 35°1 34°2 3°1 4°I 
Martins - 79 77 O75 4 73 72 
The National.. 2-6 2°7 37°4 36-1 0°3 0°3 
Villiams 
Deacon’s 2°7 2°8 37°9 37°2 1-6 1-9 
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The most striking fact which emerges from this table 
is that by far the greater part of the total fall in deposits 
has occurred in three banks—the Midland, National 
Provincial and Westminster, in that order—which 
between them lost over £70 millions. It is worth 
noting, incidentally, that virtually the whole of the 
aggregate decline in investments was attributable 
to very heavy contractions in the portfolios of 
these same three banks—and graded in the same 
order. Two banks only—Martins and the District, both 
of them largely concentrated in Lancashire and not 
greatly concerned with foreign accounts—showed 
increases in deposits. Over the half-year, only one bank 
—the Midland—increased its deposits; but the Midland 
had shown the biggest fall in the second half of 1938. 


ENGLISH BANKERS’ CASH AND CALL MONEY 
Cash in hand Money at Call 
and at Bank and Short 


of England Notice 
1938 1939 1938 1939 1938 1939 


Cheques and 
Balances 


{mn {mn {mn {mn {mn {mn 
Barclays .. 53°4 47°9 13°5 14°6 28-6 252 
Lloyds 45°I 41°6 14°9 15:0 24°8 25°7 
Midland .. 59°4 45°6 16:0 17°2 27°6 28:5 
National Provin- 
| ae wd: Se 30°0 Iovl 10:2 22°I I5'I 
Westminster .. 39°1 34°7 II°5 I2°2 25°7 23°3 
Coutts 2°9 2°I 0°7 0°7 2°2 2:6 
District .. . 62 8-4 2°6 3°0 6-6 8-7 
Glyn, Mills 5°5 5°5 2°2 3°70 8-6 8-3 
Martins .. cs 20°6 10°2 39 4°I 7°3 5'1 
The National .. 4:6 4°4 == -— 3:0 *2°4 
Williams Deacon’s 4:3 4°I aI 2°3 6-0 5°7 


* Including Treasury Bills. 


All the banks save the District sustained a fall in cash 
over the year, the biggest decline being shown by the 
Midland, whose cash ratio at June 30 last actually 
dropped below to per cent., no doubt on account of some 
freak influence on the balance-sheet date itself, for the 
bank’s weekly average ratio for June showed a big 
increase compared with May. 
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On this vital question of the supply of liquid assets, the 
following special table, showing liquidity ratios for the 
“Big Five,” is particularly instructive : 


“Bic Five” Liguipity RATIOS 


As per Cent. of Cash Call Money Bills 


Deposits : 


1938 1939 1938 1939 61938 §=61939 


0 o o o o o 
/O o /O /O / /O 


Barclays .. oo Tee 11-2 6:6 5°9 , riz 

Lloyds .. se EE 10°5 6-2 6°5 ° 10°6 

Midland .. ~~ 22° 9° 5°5 6-1 . II‘°6 30°1 
National Provin- 

Gal... ss F063 10-0 6°8 5:0 . 29°1 5 
Westminster .. I10°9 10°! 7° 6-8 13°6 ° 31°6 8+ 


The most striking feature of this table is its uniformity : 
every bank experienced a sharp fall in its cash and dis- 
counts ratios, and only two banks, Lloyds and the 
Midland, showed increases in the call money ratio. 


ENGLISH BANKS’ CHIEF EARNING ASSETS 
Discounts Investments Advances 
1938 1939 1938 1939 1938 1939 
{mn {mn {mn {mn {mn 
Barclays .. 54°6 : 96°3 202°7 208-6 
Lloyds -« 47°9 2° ‘ 107°I 165°9 166-0 
Midland .. 63:6 . . III‘6 215°7 220° 
National Pro- 
vincial .. 38: . ° 75° 144° 143° 
Westminster 48-8 . , , 133° 136: 
Coutts wi . . . 6: 10° 9° 
District .. . : : 28: 32° 32° 
Glyn, Mills.. 0+ ; 9° 9° 8- 
Martins .. . , ° 30° 42° 46°5 
The National , : ° 14° 17° 17° 
Williams 
Deacon’s 0° I'l 116 II*2 14°6 14°6 
* Excluding Treasury Bills. 
This table plainly reveals how the expansion of advances 
has been more than offset by reduction in investment 
portfolios. The biggest percentage gain in advances 
was shown by Martins, with a rise of no less than 9 per 
cent., while, at the other end of the scale, the National 
Provincial showed a fractional decline. In investments, 
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the most striking movement occurred in the Midland’s 
figures, which fell by £13.9 millions—almost half the 
decline shown by the “ Big Five” as a whole. 

From the earnings standpoint, the half-year has not 
been unsatisfactory for the banks. Advances on the 
average through the period have been at almost exactly 
the same level as in the first half of 1938—their average 
level was £983.6 millions, against £982.6 millions—but 
have been well above the average for the second half of 
1938. And although the aggregate volume of earning 
assets has been smaller, there has been a distinctly better 
return on bills. At the same time, the more rigorous 
control of the exchange market has greatly reduced the 
profitability of foreign exchange business, and the banks 
have had to face heavy special expenditure for A.R.P. 
Finally, there has been the heavy depreciation of invest- 
ment values. In the circumstances, no changes had 
been expected in the interim dividend payments, and 
none was made. Martins, however, maintained its 
interim at the level to which its 1938 final had been raised, 
so that an increase of 4 per cent. is in prospect for the full 
year’s distribution—it is assumed that no change will be 
made in the 1939 final payment. The following, and 
final, table summarizes the payments : 


ENGLISH BANKS’ DIVIDEND PAYMENTS 


1937 1935 1939 


Total Interim Total Interim 


0/ 0/ 
/0 


Barclays “B” .. es wh 14 
Lloyds “A” .. - sia 12 
Midland .. a ‘a be 3 16 
National Provincial .. id ‘ A 15 
Westminster (£4) ‘a we 18 
District .. =< as 7” 4 18} 
Martins .. a a rv 14} 
National. . wa i ‘a 12 
Williams Deacon’s “ A ”’ ‘is } 12} 
* Including bonus of 2 per cent.; in the case of Martins, this was 
a “ payment in lieu of centenary bonus.” 
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Principles of Emergency Finance 


By Nicholas Kaldor 
W ‘of suaden, the State is faced with the necessity 


of sudden, large-scale increases in the rate of 

public expenditure, its financial policy must 
be governed by two principles: first, to ensure that 
the aggregate real burden falling on the community 
should be as small as possible; and second, that 
the distribution of this burden should be equitable. 
The first of these principles obviously requires that 
the aggregate real income of the nation should be 
maximized, in other words that as large a propor- 
tion of Government orders as possible should be 
fulfilled by bringing into use hitherto unemployed 
resources. Indeed, as most economists now agree, it is 
quite possible for the aggregate real burden of additional 
public expenditure to be negative, rather than positive. 
This would be the case if the increased expenditure on 
armaments, through the stimulus given by the increased 
purchasing power of producers and workers in the arma- 
ment manufacturing industries, actually increased the 
production of other things. And even if the additional 
expenditure is too large to allow this it is obviously to 
everybody’s advantage to obtain as much as possible 
through an increase in total production, and only the 
remainder through a reduction in activity in non- 
armament industries. 

It is this consideration which justifies borrowing, as 
against taxation, so long as the productive resources of 
the country are not fully utilized. For borrowing as 
distinct from taxation—provided an appropriate 
monetary policy is followed, and undue increases in the 
rates of interest are not allowed to occur—will not reduce 
the demand for goods and services in other directions; 
under those conditions money spent out of borrowing 
represents additional demand. It would be wrong to 
conclude, however, that borrowing alone can secure this 
effect; that if the additional expenditure is covered by 
taxation, this cannot lead to an increase in aggregate 
demand and hence to an increase in aggregate output. 
Some proportion of taxes (a proportion which varies 
widely according to the nature of the tax in question) is 















150 THE BANKER 
paid by a reduction of savings, not by a reduction in 
consumption. And in so far as it is paid out of savings, 
its effects are identical with those of borrowing. Hence 
all that one can say is that while additional expenditure 
covered by additional taxation will probably lead to 
some increase in aggregate demand, additional expendi- 
ture covered by borrowing is likely to increase aggregate 
demand by at least the amount of the expenditure. 

How far aggregate production can be expanded is, 
as is now generally agreed, largely a question of the 
reserves of labour-power. For the supply of equipment 
and raw materials—the two other pre-requisites of pro- 
duction—can, in time, both be increased by the use of 
more labour; the supply of labour itself cannot. In 
normal times, a nation has, so to speak, two lines of 
reserve of labour-power. The first consists of the 
“involuntary unemployed.” The second consists of the 
labour-power that can be obtained by making the com- 
munity work harder—i.e. by lengthening hours and by 
the increased industrial employment of women. The 
experience of the last war has shown that this second line 
of reserve is very considerable. 

Whether the proposed scale of borrowing, 
£500 millions, is too large or not, depends therefore on 
the size of the first reserve and the extent to which it is 
intended to “tap” the second. With official unemploy- 
ment standing at 1,350,000, the first line of reserve is 
regarded by several experts as nearly exhausted. This 
largely depends, however, on what the Government does 
as regards industrial planning. In the absence of a 
positive policy it is probable that serious labour shortages 
will appear in certain sections of the industrial field, even 
if expenditure is merely continued on the present scale. 
But if suitable measures are taken—by way of labour 
transference, or the stimulation of industries in areas 
where there are pools of unemployed labour—then 
unemployment could be reduced very much further. 
Recent German experience is certainly encouraging in 
this respect. 

The limits of “safe” borrowing cannot therefore be 
determined without knowledge of Government policy in 
regard to labour—how far they are prepared to 
go with schemes of labour transference, the lengthen- 
ing of hours and the employment of women. It 
also depends on the extent of the willing co-opera 
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tion of trades unions. But, given a determined 
policy on the one side and a reasonable attitude on 
the other, there is no reason to suppose that the 
present scale of borrowing is too large; that it will land 
us in the vicious spiral of rising money wages and rising 


prices. If war comes the Government should, and un- 


doubtedly will, borrow on a much larger scale than at 
present—in the last war the Government borrowed as 
much as £2,000 millions in a single year. Since this was 
accompanied by a considerable rise in the level of both 
wages and prices, borrowing on that scale was certainly 
too large, and ought not to be repeated. But should a 
similar emergency arise, borrowing at the rate of, say, 
£1,000 millions a year would certainly appear to be justi- 
fed. Taxation during the war should be screwed up 
only to the extent necessary to avoid an inflationary 


spiral. 
IT 


But can the Government go on borrowing at that 
rate? Are there no limits to the extent of public 
indebtedness? . Until quite recently the view was fairly 
prevalent that the State possesses a certain amount of 
“credit” and once that credit is exhausted can borrow 
no more. Even so staunch a champion of deficit- 
financing as President Roosevelt declared the other day 
that he regards 55 billion dollars as the “ upper ceiling ” 
of the American National Debt, and that once the debt 
reached that level it would be difficult to increase it any 
further. But the view that there is any upper limit to 
the size of the National Debt, so that any borrowing now 
limits the possibility of borrowing in the future, is a pure 
bogy and it is high time that this bogy should be laid. 
It is true that any increase in the National Debt implies 
an increase in the annual service of the debt, and hence 
an increase in the nominal rates of taxation required to 
finance it. But it also implies an equivalent increase in 
the nominal amount of income out of which the taxes 
are paid. If the British National Debt were suddenly 
wiped out to-morrow, taxpayers, as a body, would be 
relieved of taxation to the amount of some £220 millions 
per annum. But the collective income of taxpayers 
would also shrink by £220 millions, so that the taxpayers, 
a body, would neither be any worse off nor any better 
off. 

If the National Debt were suddenly doubled, both 
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the amount of taxes paid for that purpose and the 
amount of interest income received from the State would 
be doubled: the income available to the community 
after paying taxation would still be the same. This is 
not to say that an increase in the National Debt 
implies no additional burden at all. There is no 
additional burden on the community as a whole* 
(apart from the case of borrowing abroad); but this does 
not imply, of course, that there will be no added burden 
on particular individuals. The additional taxes necessi- 
tated by the increase in the Debt can be presumed to be 
paid by everybody, in proportion to their incomes. But 
the additional future income created by the addition 
to the Debt will certainly not be shared by every- 
body; it will be concentrated in the hands of those 
who were enabled to make additional savings at 
the time the debt was incurred. The spending 
of borrowed money, as we have seen, creates addi- 
tional incomes, and the savings made out of these 
additional incomes must be sufficient to cover the addi- 
tional Debt. The people whose incomes are augmented 
as a result of the Government expenditure are the entre- 
preneurs, whose profits are increased as a direct 
or indirect consequence of the Government spending, 
and the workers who receive higher incomes. Assuming 
that the additional working-class savings are negligible, 
the permanent transfer of income caused by an increase 
in the National Debt is a transfer from those whose 
incomes are not affected by Government spending (the 
rentiers and salary-earners) to certain classes of 
entrepreneurs. 

This transfer will, of course, be all the greater the 
higher the rate of interest at which the Debt is con- 
tracted. For this reason alone, it is desirable that the 
State should borrow at low rates. The argument is fre- 





* Here I am talking, of course, of the burden arising out of an 
increase in the size of the National Debt, and not of the burden of the 
expenditure which caused that increase. This expenditure may have 
been productive or unproductive; it may or may not have been ass0- 
ciated with a reduction in private investment; and according as it has 
been one or the other, it may have reduced, left unchanged, or 
increased the real income available to the community in the future. 
If it was such as to cause a reduction in real income, this should be 
regarded as a consequence of the expenditure, and not of the increase 
in the Debt which accompanied that expenditure. 
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quently advanced, on the other hand, that when the 
State borrows large sums the rate of interest should be 
allowed to rise: for otherwise too much “ private invest- 
ment” will take place simultaneously with the Govern- 
ment investment, and the danger of a consequential 
hyper-inflation will be much greater. The restriction of 
private investment, at a time when the Government is 
spending large sums, may obviously be highly desirable. 
But it is doubtful whether a policy of raising the long- 
term interest rate (for only the long-term rate is here in 
question) is the simplest, or even an effective, way of 
securing this result. Non-Governmental investment 
could roughly be divided into two categories. The first 
comes from municipalities and other public or semi- 
public bodies: this type of investment is highly sensi- 
tive to the rate of interest and only slightly sensitive to 
the level of industrial profits. The second is industrial 
investment, and this, mostly, is highly sensitive to the 
level of profits and rather insensitive to the rate of 
interest. As regards the first category, the raising of 
the interest rate would be effective but unnecessary—for 
this the Government could easily regulate by direct inter- 
vention—while as regards the second it may be unavail- 
ing. For restricting industrial investment more power- 
ful measures would be necessary than the mere raising of 
the rate of interest. If this is borne in mind, the 
advantages of borrowing at low rates seem undoubtedly 
to outweigh any advantage that might be gained from 
keeping the interest-rate high. 

We have seen, therefore, that the only burden on the 
future involved in borrowing is a redistribution of 
wealth, a redistribution the extent of which depends only 
on the vate at which additional debt is incurred, and not 
on the absolute level of the National Debt from which 
we start. It would be a mistake to think, however, that 
the reduction in prospective income of the existing 
middle classes which borrowing involves is something 
peculiar to the borrowing policy. It would occur in 
much the same way even if the expenditure were 
financed by ordinary types of taxation. If the State, 
instead of borrowing, say, £100 millions, raises the 
Income tax so as to obtain an additional £100 millions, 
It thereby forces the rentier classes to pay now a lump 
sum which is roughly equivalent to the capitalized value 
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of the additional future taxation caused by an equivalent 
amount of borrowing. In fact, in so far as borrowing 
increases total incomes more than taxation does, it 
forces the rentier classes to pay a greater amount than 
the capitalized value of the additional taxes in the alter- 
native case. Thus the substitution of taxation for bor- 
rowing would certainly not relieve the burden falling on 
the existing rentier classes; on the contrary, in so far 
as it prevented an expansion of incomes, it would 
actually increase their burden.* 

The conclusion to which this argument leads is that 
increase in Government expenditure involves a redis- 
tribution of wealth and this occurs in much the 
Same way irrespective of whether the expenditure is 
financed by borrowing or by additional taxation. Under 
the present system such shifts in the distribution of 
wealth are continuously taking place; and to prevent 
their occurrence altogether would be tantamount to 
destroying the very mainspring on which the function- 
ing of capitalism depends. It is the large and sudden 
changes in the distribution of wealth, caused by large 
and sudden increases in the scale of Government expen- 
diture, which are so disturbing. The twin phenomena 
of the “ nouveau riche” and the “impoverished bour- 
geotsie,” which so often appear after periods of war, 
never fail to be a cause of great social unrest. 


III 

That the last war caused much smaller changes in 
the distribution of wealth, and much less disturbance of 
social stability, in Great Britain than in other belligerent 
countries is to be attributed, I think, to two factors. In 
the first place, the proportion of expenditure covered by 
taxation was greater, and the rise in the general level of 
prices less, than elsewhere. In the second place, Britain 
was the one country which imposed heavy taxes on those 
who profited from the war. The British E.P.D. not only 
prevented the “ nouveau riche” from becoming unduly 
conspicuous; it also, to that extent, saved the rentier 
from impoverishment. And since the Excess Profits 

* It is only if the expenditure is financed by outright inflation (i. 
borrowing on a scale which causes a considerable rise in the general 
level of prices) that the fixed-income-receiving classes are expropriated 
in a manner that is additional to the burden borne in the case of 
ordinary methods of financing. 
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Duty, or taxes similar to it, appears to be the only means 
by which an unjust distribution of the burden of extra 
expenditure can be prevented, it is to be hoped that it 
will be a prominent feature of taxation in any future 
emergency. 

It would never be possible, of course, to cover the 
whole of the additional expenditure by means of such 
taxes. For even if the E.P.D. were 100 per cent.—so 
that the whole of the additional profits were taken in 
taxation—this could only be sufficient to cover the whole 
of the expenditure if both private investment and the 
proportion of income spent on consumption were 
assumed to remain at their old level. (In the case of 
war, of course, both consumption and private invest- 
ment would be very much restricted.) And, quite apart 
from this, it might not be at all desirable to impose a 
too per cent. E.P.D., for this might remove the incentive 
to exerting extra effort at a time when this extra effort 
was very much needed. 

There can be no doubt, however, that a very hand- 
some proportion of the cost of any future war might be 
covered in this way. There seems to be no justification 
for restricting the scope of the tax (as the Government 
now proposes to do) to the armament industries, since 
Government loan expenditure will swell profits in most 
other industries as well. Nor is there any reason why 
the tax should only be levied on excess profits. As the 
experience of the last war has shown, a considerable part 
of the extra profits are absorbed in additional salaries. 
The E.P.D. of a future war ought to be supplemented by 
a similar tax on excess incomes (at least above a certain 
exemption limit). 

There is one further measure by which the unequal 
distribution of the burden can be mitigated. When the 
period of emergency is over, and Government expendi- 
ture returns to some “normal” level, a tax could be 
levied on the increment of individual fortunes over the 
emergency period. The proceeds of this could be 
applied to a reduction of the National Debt. After the 
last war the imposition of such a tax was considered and 
finally rejected as impracticable. But few of those who 
have read the memorable evidence of the present Lord 
Privy Seal before the Select Committee on the Taxation 
of War Wealth would acquiesce in this view. 
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IV 

The conclusions of this brief survey may be sum- 
marized by saying that the “ideal” methods of financing 
extraordinary expenditure in periods of emergency are 
very much akin to the methods actually adopted by the 
British Government in the Great War of 1914-18. On 
that occasion, the Government obtained the necessary 
revenue by a combination of three types of financing: 
borrowing, increases in the rates of ordinary taxation 
and the imposition of special taxation on increased 
incomes. Ina future war, the Government could do no 
better than again make use of a combination of these 
three methods. Concentration on any one of them 
would be either undesirable or impossible. To finance 
the expenditure by borrowing alone—having regard to 
the probable extent of the expenditure—would imply a 
vast inflation, and might be disastrous. To finance it 
by the ordinary types of taxation alone, quite apart from 
the psychological repercussions of suddenly greatly 
increased tax rates, might prevent the economic system 
from running at maximum capacity and make the real 
burden of the war much heavier. Failure to impose stiff 
excess-profit taxation would make the distribution of the 
burden very unjust. It is, therefore, only a combina- 
tion of these three methods which is capable of minimi- 
zing the burden as a whole and at the same time securing 
an equitable distribution of it between the different 
classes of the nation. 

If the past performance could be improved upon, itis 
in regard to the proportion of revenue raised by the dif- 
ferent types of financing rather than the methods of 
financing themselves. In the last war 63.8 per cent of the 
total revenue was raised by borrowing. Ina future war 
the Government should aim at reducing the proportion at 
least to 50 per cent. In the last war the Excess Profits 
Duty yielded less than ro per cent. of the total expendi- 
ture. In a future war, if suitable improvements are 
made in the scope and the method of collection of the 
tax, it could probably be made to yield considerably 
more. And finally, the Government should not fail, as 
they failed last time, to crown their financial policy by 
the imposition of a levy on war wealth in the immediate 
post-war period. 
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Organizing Industry for Defence 


By R. W. B. Clarke 


LL writers on military economics agree that 
A economic strength would be the decisive factor in 
a long war. Modern warfare is essentially indus- 
trial warfare: the modern military machine uses up 
material at a pace far greater than that of the war 
machines even of 1914-18. To maintain one soldier in 
the front line or one pilot in an aeroplane, at least twelve 
men, and probably more, would be required on the lines 
of communication and in the factory. In modern war- 
fare, however, economic strength might prove somewhat 
deceptive. No matter how great a nation’s gold reserve 
and foreign assets might be, they would be useless in war 
unless that nation could get shipping to translate them 
into imports and could protect that shipping against sub- 
marines. If the industrial plants upon which great 
industrial strength is based were bombed, where would 
be the industrial strength? Moreover, it is possible that 
an enemy might win such short-term advantages as 
would stop the war before the superior economic strength 
had time to exert its force. 

For a rich country, therefore, the economic problem 
of war is one of exerting its economic strength to the 
maximum effect in the minimum amount of time. In 
the Great War, our economic strength was not exerted 
until 1917. The output of filled shell, for example, which 
was 526,000 rounds in the last five months of 1914, 
increased to 7,333,000 rounds in I915, 52,044,000 rounds 
in 1916 and 87,668,000 rounds in 1917. In other words 
it took two and one-half years to increase output to the 
level required for the conduct of the war. Other 
economic indicators point in the same direction. Until 
1917, the nation’s war potential was not nearly being 
exerted. Once it was exerted, it may be noted, the war 
did not last very long. At the present time, therefore, 
we should certainly be planning to organize industry on 
a war basis very much more speedily than we were able 
to do in 1914-17, for if preparedness is the best means of 
averting war, so vital an element in preparedness must 
certainly not be neglected. 
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In this article, I propose to discuss the industrial 
problems which this involves. Industrially, the prob- 
lem is one of changing over an industrial machine which 
has been built for entirely different purposes into a 
machine for turning out war material of all kinds. It is 
a problem, moreover, of eliminating waste and cutting out 
the production of everything which is not absolutely 
essential to the conduct of the war. The criteria of 
industry are turned upside down. And in quantitative 
terms, the magnitude of the change is shown in the fact 
that whereas, even at the present time, only some Io to 
12 per cent. of the national income is devoted to the 
production of war material and the maintenance of 
troops, in war time the proportion would be at least 
50 per cent., and probably more. From the point of 
view of industry, this means something like a sixfold 
increase in the production of war material. At the same 
time, other industrial output has to fall by something 
like 20 per cent., and the creation of services has to be 
severely curtailed. It must be made possible for the 
whole drastic process to be achieved in the smallest 
possible amount of time, even in the face of sabotage 
within the country or attacks from the air. This ts 
surely a tall order. But unless it can be achieved, 
“superior economic strength ”’ means very little in any 
positive sense. 

These are the economic implications of war. How 
could this process of changing the industrial structure 
best be achieved? Obviously the change could not be 
carried through without Government intervention on a 
huge scale. Some extremists assert that the whole trans- 
formation could be made through the price and profit 
system: arms production could be expanded to the 
requisite level if high enough prices were paid by the 
Government to induce industrialists to enter the arms 
field. Analysis suggests, however, that although this 
might perhaps be theoretically conceivable, it has very 
little bearing upon actual political practicabilities. It1s 
generally agreed, indeed, that the change could be 
brought about only by Government intervention. And 
the basic lesson of the last war is that once Government 
intervention begins it is very difficult to stop it from 
expanding. 
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The Government begins by buying supplies of raw 
material for the armament industry, in order to prevent 
speculators from pushing up the prices because the 
various arms firms are urgently competing for supplies. 
It then finds that a shortage is threatened, so it buys a 
reserve of material. It then finds that civil consumers 
are sitting on supplies, so it has to go ahead and control 
the whole supply of the material, passing it on to the 
armament firms as they need it, and rationing the sup- 
plies for civil production. In the Great War, this 
process happened time and time again. In a period of 
shortage, once the Government begins to interfere with 
private industry, it is forced on to more interference. 
In the War, the Ministry of Munitions tried to intervene 
as little as it could, but it was forced by the pressure of 
events to go on and interfere more. In peace-time we 
see in the Government’s agricultural policy the same 
inevitable process. Once planning is begun, the plan- 
ners must go farther. They may begin with the best 
intentions, but they cannot help themselves. We may 
expect, therefore, that even if the Government were to 
begin a war without the intention of planning very much, 
it would find itself planning almost the whole national 
economy by the end. There are good theoretical reasons 
for this, and there are good empirical reasons to expect 
it from practical experience. 

The question is, therefore: How can this planning 
best be done? What criteria should the Government 
have in mind, and what should be its main line of policy? 
There are two points of organization which are of vital 
importance. If we are to have planning, there must be 
no confusion between the planners. One planner, with 
full responsibility and executive power, can make mis- 
takes. But half-a-dozen planners, all working on 
incomplete information about what the others are doing, 
and all engaged in interminable conflict with each other, 
can hardly hope to succeed. Thus, the fewer planners 
the better. In the Great War there were far too many. 
Industrialists were filling up all sorts of forms for all sorts 
of different departments, all wanting the same informa- 
tion. So there was for a very long time something like 
chaos. The fewer the organizations with power to inter- 
fere in industry, and the more comprehensive the 
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authority of those with power, the more efficient the 
planning is likely to be, and the less disturbance will it 
cause. 

This leads directly to the need for a Ministry of 
Defence—so that arguments about what should be 
produced would be settled as quickly as possible without 
a lengthy process of inter-departmental and Cabinet 
priority committees—and a Ministry of Supply, so that 
the Government Departments would not be competing 
against one another for materials and labour. The 
experience of the Ministry of Munitions showed the need 
for both. Endless time was wasted because the 
Admiralty wanted precedence for steel for shipbuilding 
and the Ministry of Munitions wanted steel for shells. 
The battle went to and fro right up to the Cabinet, and 
time and energy were terribly wasted. It was not until 
the end of the war that all Departments agreed upon the 
relative priority for their various needs. A Ministry of 
Defence would settle these problems of relative impor- 
tance of various branches of defence in accordance with 
a strategic plan. Then it would be able to ask the 
Ministry of Supply to provide the material. This 
would make the problem as simple as possible and would 
minimize inter-departmental conflict. In 1939, this 
combination of Ministry of Defence and Ministry of 
Supply is even more necessary, since there are now four 
services to compete for resources—the Army, the Navy, 
the Air Force and Civil Defence. It is thus imperative 
that there should be a Minister of Defence with full 
executive power and responsibility to decide upon the 
strategic plan, and a Minister of Supply with full execu- 
tive power and responsibility to get the material. That 
is equally true in peace-time and in war-time. 

If this centralization does not take place—and the 
appointment of the new Minister of Supply is no step 
towards it—the economic problem becomes much more 
complicated, and the possibility of correct orders being 
given to industry becomes correspondingly less. Let us 
suppose, however, that it does take place, and that we 
avoid the chaos of competition between the planners, 
reference to the Cabinet, protracted struggles, and ran- 
cour in the relations between industry and Government. 
What should be the next step? What should the 
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Ministry of Supply do? Evidently the Minister must be 
armed with powers to compel industrialists to do as he 
wants them to do—the existing priority powers of the 
Ministry of Supply would probably be enough for that. 
He must also have a competent personnel, consisting of 
the Government contracting departments, leavened with 
the best men from industry—men who know the indus- 
tries they are going to plan and have personal contact 
with the men in them. These conditions go without 
saying. Then, he would have a list of requirements from 
the Minister of Defence—so many thousands of aero- 
planes, so many millions of rounds of ammunition and 
scores of ships. Orders would be placed, of course, as 
far as industrial capacity was available. Firms outside 
the existing scheme of armament contracting would be 
brought in. The orders for finished material would be 
placed reasonably easily. Most armament firms are 
working already on a basis which would permit them to 
increase their orders substantially in the event of war. 
Other firms have done “educational” orders which 
would enable.them to take part in production as soon as 
the tools and labour were available. 

It seems plain that the first difficulty would arise in 
the supply of materials and labour. The Minister of 
Supply, therefore, would at once have to assume control 
over supplies of materials. As we have seen, he would 
be forced to do that eventually anyway, and it would be 
best for him to do so right away. This would involve 
control over all materials required in quantity for the 
war programme. These would then be rationed between 
the various producers in accordance with the priority 
requirements of the Ministry of Defence. This means 
complete supervision of steel—and thus of coal, coke and 
iron ore—non-ferrous metals, explosive materials, glass 
(for optical instruments), and rubber. War experience 
suggests that this would best be done through the indus- 
tries’ own organizations as far as possible, for industry 
is now organized to a far greater extent than in 1914. 
Industrialists have become used to the idea of giving 
information. The labour problem would be more diff- 
cult, and in advance of any knowledge of the attitude of 
the trades unions it is not easy to see what should be done. 
Machine-tools would represent a very great problem 
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indeed: in fact, this is likely to prove the worst of the 
bottlenecks. 

In this group of problems—the provision of the 
necessary war equipment—there are no real fundamen- 
tal difficulties. Given sufficient powers to the Minister 
of Supply, given a clear decision about relative priorities 
from the Minister of Defence, and given sufficient energy 
and knowledge by the Minister of Supply and his staff, 
these problems can all be solved. Certain elementary 
conditions would have to be fulfilled—the Minister of 
Defence would have to be clear enough in his require- 
ments to permit quantity production without perpetual 
revamping. There would have to be provision for con- 
stant research and development work—separated as far 
as possible from the production processes. There would 
have to be Government factories in each main line ot 
production in order to check prices and efficiency of 
private producers—already the expanded Ordnance 
Factories and the aircraft shadow-factories contain the 
germ of such organization. Butno one doubts the ability 
of British industry plus energetic Government to solve 
these problems adequately. The actual production of 
armaments, indeed, is by no means the greatest of the 
economic problems of war. In the Great War the prob- 
lems were solved from premises far less favourable to 
their solution than those of to-day. The idea of planning 
and Government interference was repugnant to the 
majority of people. The individualist tradition of 
industry was very much stronger than it is now. There 
was less general acceptance of the principle of “total 
war.” The whole organization of control had to be built 
up in the heat of war, and not until 1915 were the first 
effective steps taken, in the teeth of opposition from the 
Service Departments themselves. 

We have seen that there would be inexorable pressure 
towards control by the Ministry of Supply of all supplies 
of raw material for armament manufacture, and towards 
what would in effect be actual operation by the Ministry 
of Supply of the arms plants themselves. How far 
would or should this control be extended? This is one 
of the most difficult questions to settle satisfactorily. We 
can, however, lay down certain functions which the 
Ministry of Supply would have to perform. It would 











obviously have to control imports of all kinds, if only 
because of the need to ration shipping space according 
to war needs—for demand for imports is ultimately 
demand for shipping space. The control of imports 
means that in effect the Minister of Supply would handle 
all raw material supplies to British industry. Only after 
the requirements of the armed forces had been satisfied 
would the rest be handed over for civilian use. 

There would evidently have to be priorities, even 
in the non-armament sector. Things like railway 
maintenance, electric-power-plant maintenance, mining 
machinery, the “necessities” for the civil popula- 
tion—as far as they were not rationed—and certain 
essential forms of building would obviously take 
precedence over luxury goods. The number of these 
things is finite, and it would certainly be possible to give 
them a “B” priority. Apart from them, it would 
probably be simplest and most economic to leave private 
industry to compete for the rest of the available 
resources. How large the section of the national 
economy would be which was outside both priorities and 
“B” priorities it is difficult to say. At the beginning of 
the war it would be substantial, but as the shortages 
developed, and as both the taxation programme and the 
sanction of public opinion against conspicuous luxury 
consumption developed, the uncontrolled section of the 
national economy would probably diminish. Even in 
this department, however, certain considerations would 
have to be borne in mind by the Ministry of Supply. It 
would be necessary to maintain some sort of export level. 
It would be necessary, moreover, to prevent the extinc- 
tion of certain peace-time industries—some consideration 
has to be given to post-war reconstruction, right at the 
beginning of a war. Hence it might be desirable to 
ration in part even that surplus of raw materials which 
is not required either for direct war material or for “ B” 
priority. 

We should thus have a state of affairs in which the 
Government was exerting 100 per cent. control over the 
armament industry, and 100 per cent. control over 
imports. It would, moreover, be exerting some measure 
of control over the “ B”’ priority section, through influ- 
ence over supply of raw materials and through price- 
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fixing in some sections with direct control in elementary 
foodstuffs and clothing. And in the remainder, it would 
control as little as possible, but might nevertheless find 
itself having control in the interests of exports and of 
post-war conditions. That would be the general indus- 
trial position. No one will like the look of it; but in the 
event of war development along those lines would be 
inevitable, so there would be much to be said for assump- 
tion of such powers at the very outset. If the number 
of planners were kept as low as possible—so that there 
was as little inter-departmental conflict as possible and 
as little redundancy of function as possible—this struc- 
ture would probably work out satisfactorily. The 
dangers to avoid are those of conflict between depart- 
ments, of hosts of independent planners, of arbitrary 
powers wielded by individuals with incomplete know- 
ledge and incomplete responsibility. At the moment, 
the Government shows little sign of realizing the dangers 
of a myriad of planners. Each department pulls its own 
way without effective co-ordination. It is to be hoped 
that this flaw in the economic organization of 
rearmament will not be allowed to remain. 


The London County Council and 
Banking Education 
By a Banker 


HE progress which has been made in adult educa- 
tion over the course of the last twenty years 
would come as a revelation to those who are not 

fully aware of the activities of public educational 
institutions throughout the country. 

So far as banking education is concerned, the 
London County Council has played a leading part in 
this development. And as the Council this year cele- 
brates its jubilee, the time is opportune for a review of 
the Council’s work in this field. All the banks, as is well 
known, encourage their junior staff, if employed in this 
country, to sit for the Institute of Bankers’ examinations. 
About one-third of the candidates for the Associate 
examination take advantage of evening courses offered 
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by various public institutions. Of these about 3,000 
study in institutes within the London area and 2,400 of 
them attend evening institutes or aided and maintained 
institutions which are under the egis of the London 
County Council. Thus banking students form an 
extremely large section of the growing fraternity, 
mostly of young people, which is able for a small outlay 
to take advantage of the evening classes so justly 
described by the Council as “a privilege of citizenship.’’* 

Some idea of the success of the Council’s Education 
Committee’s efforts may be gathered from figures 
relating to 1937 and 1938. The rolls for 1939 would not 
be a fair criterion, since they were adversely affected by 
the September crisis, which coincided with the beginning 
of the session. In the tables overleaf are shown the num- 
bers of L.C.C. students entering for the Institute 
examinations in 1937 and 1938, and the proportion of 
successful candidates. It will be seen that, whereas the 
percentage of passes for the country as a whole was only 
54 per cent. in Part I and 47 per cent. in Part II, the 
corresponding figures in the case of L.C.C. students were 
66 per cent. and 55 per cent. respectively. 





* The session for banking students begins in the middle of Septem- 
ber and terminates before the examinations of the Institute of Bankers 
are held in the Spring. The subjects on which instruction is given 
are those of the examination syllabus, i.e. : — 


Part I. Pari Il. 
The Practice and Lawof Banking. The Practice and Law of Banking. 
Book-keeping. Foreign Exchange. 
Economics. Economics. 
English Composition. English Composition. 
Commercial Geography. Accountancy. 

In addition to these subjects, which are required for the purpose 
of the Associate examination, classes are held in several of the 
institutes for the purpose of the diploma in Executor and Trustee 
work : — 

Part I. Part Il. 
General Principles of Law. Elements of the Law of Real 
Death Duties and Probate. Property. 
Elementary Conveyancing. 
Law relating to Wills, Executors, 
Administrators and Trustees. 


_ Further subjects, such as Trust Accounts, are provided for by the 
City of London College and several other institutes. 
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Lonpon CouNTy COUNCIL.* 
Number of Candidates 


1937. Entered Successful 
INSTITUTE OF BANKERS’ Executor Executor 
EXAMINATIONS. and and 
Part I. General Trustee General Trustee 
Evening Institutes bs 45 572 
Aided and Maintained 
Institutions .. - 45 644 
go 1,216 


Part II 
Evening Institutes a 38 205 
Aided and Maintained 
Institutions .. te 31 384 


69 649 


1938 Entered Successful 
INSTITUTE OF BANKERS’ Executor Executor 
EXAMINATIONS and and 
Part I General Trustee General Trustee 


Evening Institutes os gI5 26 604 
Aided and Maintained 
Institutions .. .. 1,188 37 78 


2,103 1,392 
Part II ; 
Evening Institutes - 292 
Aided and Maintained 
Institutions 


* Of the nine centres from which these particulars are drawn the 
following five are evening institutes, all of which are maintained by 
the Council : — 

Balham and Tooting Commercial Institute. 

Catford Commercial Institute. 

Hammersmith Commercial Institute. 

Highbury Commercial Institute. 

Oliver Goldsmith Commercial Institute. 
The remaining four are technical institutions, of which the first two 
are aided and the second two are maintained by the Council: — 

City of London College. 

The Polytechnic, Regent Street. 

Norwood Technical Institute. 

Wandsworth Technical Institute. 


In addition to the above, The North-Western Polytechnic (Kentish 
Town) was added in May of this year to the group of aided institutions 
recognized by the Council. 
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Percentages of passes for 1938 Institute of Bankers’ General 
Examination were :— 
Part I Part II 
Evening Institutes .. de we i 66% 52% 
Aided and Maintained Institutions se 66% 57% 


Both kinds is 2) 66% 55% 


Those of the total number of candidates 
in the country were i ee - 54% 47% 


Rapid development in the provision of evening 
classes really dates back to the Great War, which stimu- 
lated public interest in education and particularly in 
technical education. The success of continental 
countries in organizing their commercial activities, and 
of Germany in particular, brought home forcibly the 
need for greater training facilities than those which had 
been provided hitherto under our educational system. 
The London County Council gave a lead and so far as 
the needs of London were concerned obtained the views 
of prominent employers and business men generally. 
Information was collected as to the kinds of employ- 
ment for which adult education would be an advantage, 
and points were considered, such as the conditions of 
employment, the special requirements of employers and 
the various qualifications of students upon leaving 
school. It was abundantly clear from information and 
from criticism—which was invited—that industry and 
commerce had been lamentably divorced from educa- 
tion to a point which was opposed to public interest. 


Obviously a remedy was called for in the shape of 
closer co-operation between business and education. 
The Council thereupon enlisted the co-operation of 
prominent men of affairs to form Advisory Consultative 
Committees of business men representing various trades 
and professions. The Committee constituted on July (11, 
1917, for the banking profession was among the first 
of many which were formed. It still exists as The Con- 
sultative Committee on Education relating to Banking. 
It was decided that it should consist of not more than 
twelve members, who were to meet each year in May 


Q 
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and November and at such other times as the Chairman 
thought fit.* 

Some years ago it was the custom in Germany for 
prominent bankers to take part in seminars and to give 
occasional lectures to students. Something similar to 
this arrangement has been introduced into English 
banking studies by the provision that the Committee’s 
experts should visit the schools and institutions. It was 
hoped in this way to encourage students, who would at 
least have an assurance that the instruction they were 
being offered was considered sufficiently important to 
attract leaders of their profession to the classes. By this 
practice also students are given evidence that the instruc- 





* The personnel of the Committee at the outset was as follows: ~ 


Sir Charles Addis, K.C.M.G., LL.D.—Chairman (Hongkong and 
Shanghai Bank). 

Major Sir Frederick Barthorpe (London County and Westminster 
Bank). 

Mr. W. C. Buckley (Lloyds Bank). 

Mr. R. M. Holland Martin, C.B. (Martins Bank). 

Mr. F. Hyde (London City and Midland Bank). 

Mr. R. J. Hose (Anglo-South American Bank). 
The order of reference was as follows: — 


(i) The consultative committee shall consist of not more than 
twelve members, who shall be appointed by resolution of the Educa- 
tion Committee, and shall hold office until further order. 

(ii) The chairman and vice-chairman of the consultative committee 
shall be appointed by the consultative committee. 

(iii) The consultative committee shall act solely in an advisory 
capacity and shall meet not less than twice a year. 

(iv) It shall be the duty of the consultative committee to consider 
and to advise the Council in regard to schemes for the provision of 
education relating to banking; to advise the Council in regard to the 
equipment, the distribution and development, or modification, of the 
courses of instruction; and to give such other expert assistance to the 
Council as circumstances may render desirable. 

(v) For the purpose of carrying out the duties laid down in 
clause (iv) the consultative committee is authorized to visit all educa- 
tional institutions maintained by the Council which provide 
instruction in subjects relating to banking. Visits to institutions 
aided by the Council will be arranged by the Council in consultation, 
on request, with the governing bodies of the institutions concerned. 
Visits to educational institutions may be made by the consultative 
committee as a body, or by individual members of the consultative 
committee. 


(vi) The education officer shall act as clerk to the consultative 
committee, whose reports will be presented by the education officer 
to the appropriate sub-committees of the Education Committee. 
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tion they are receiving follows modern lines and practical 
requirements. Members of the Committee still attend 
lectures in various centres and send reports to the 
Council both in regard to the lectures themselves and 
the general arrangements as they find them at the 
various centres. The members of the Committee are 
representative of the various banks and its personnel for 
1938-1939 is as follows :— 


Mr. A. V. Barber (Glyn, Mills & Co.), Chairman. 
Mr. S. Archer (The National Bank Ltd.). 

Mr. C. W. Deaves (Westminster Bank Ltd.). 

Mr. J. F. L. Draper (Midland Bank Ltd.). 

Mr. J. H. Evett Sicha Bank Ltd.). 

Mr. H. R. Gear (Lloyds Bank Ltd.). 

Mr. rk A. W. Goodrich (National Provincial Bank 
Ltd.). 

Mr. B. H. Heaver (Westminster Bank Ltd.). 

Mr. R. J. Martin (National Provincial Bank Ltd.). 
Mr. R. H. G. Marshall (Lloyds Bank Ltd.). 

Mr. L. Taylor (Midland Bank Ltd.). 

Mr. J. Tonkyn (Barclays Bank Ltd.). 


At all the Committee’s meetings the London County 
Council is represented by the Inspector for Commercial 
Education, a technical assistant and by a further repre- 
sentative, who acts as Secretary. Its recommendations 
are the concern of the London County Council’s Educa- 
tion Officer, Mr. E. M. Rich. Mr. J. R. Till, who has 
served as Inspector from the outset, is retiring this year 
and is to be succeeded by Mr. L. A. Terry. In 1937 an 
arrangement was made with the Institute of Bankers by 
which the Secretary and the Director of Studies of the 
Institute are co-opted to attend meetings in an advisory 
capacity. This is in order that the Consultative Com- 
mittee may be kept closely in touch with any changes 
in the examination syllabi which form the basis of 
the banking education with which they are concerned. 

In the course of the Committee’s duties as provided 
under the order of reference, applications for lecture- 
ships are considered and suitable lecturers selected, sub- 
ject in most cases to a personal interview with one of the 
Committee’s members. On the whole, the standard of 
instructors is high, notably at the technical institutions. 
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They are drawn largely from men who have obtained 
prominent positions as bank officials in addition to 
academic distinctions. Instructors for the diploma in 
Executor and Trustee work are drawn mostly from 
highly qualified barristers-at-law and chartered accoun- 
tants. It may be noted that with the object of improving 
the quality of the teachers in technical, commercial and 
general courses in day and evening schools, the London 
County Council provides a course of pedagogy for 
vocational teachers during the summer months. 

There are probably many ways in which adult 
education in the country could be improved upon or 
made more attractive, and directions in which it could 
usefully be developed. But it can surely be said that 
Londoners have no cause to complain of any lack of 
opportunity for evening instruction, which is provided 
on so generous a scale. Bankers in particular may well 
be grateful for the successful efforts which have been 
made to meet their special needs. 





Matters of Law 
By Maurice Megrah 


Damages for Wrongful Dishonour 

POINT of appreciable importance to bankers, 
A which was thought to be well understood though 

not settled, received confirmation at the end of 
June last in the judgment of Lawrence, J. in Gibbons v. 
Westminster Bank Limited ([1939] 3 All E.R. 577). 
The facts were as follows. The defendant bank 
dishonoured a cheque drawn by the plaintiff in respect 
of her rent, at a time when there was sufficient money in 
her current account to meet it, the bank having credited 
to the wrong account a sum of money which she had 
paid in. She complained that she had been put to 
expense and the bank alleged that they paid her the sum 
of one guinea in full satisfaction. However, she denied 
having accepted this sum and then brought the action 
to recover damages for damage resulting from a breach 
of contract. The jury found that she had not accepted 
the guinea in accord and satisfaction, and awarded her 
£50 damages. The point of law was then argued 
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whether she was entitled to this sum as damages at large. 
She had not pleaded and proved special damage, and 
an application for amendment of the pleadings was 
refused. 

For the bank, it was argued that the authorities 
showed that more than nominal damages could be 
awarded only to a plaintiff who proved actual damage, 
unless the plaintiff was a trader; that the plaintiff in this 
case had not shown special damage in the evidence that 
her landlords had, since the dishonour of her cheque, 
required her to pay her rent in cash. Such fact could 
not be measured as a monetary loss arising from the 
breach of contract. It was further argued that the 
plaintiff had not pleaded special damage and that she 
could not at that stage be allowed to amend the statement 
of claim. 

In support of the contention that substantial damages 
could be recovered from a bank for the dishonour of a 
cheque only if the plaintiff proved actual damage or if 
he was a trader, the bank referred to Wilson v. United 
Counties Bank Limited ({1920] A.C. 120 at p. 134). In 
the case of a trader there was an irrebuttable presump- 
tion of damage. Counsel further referred to Marzetti v. 
Williams ((1830) 1 B & Ad. 415) to show that a customer 
was entitled to nominal damages, though no actual 
damage had been suffered, when his banker wrongfully 
returned his cheque; to Rolin v. Steward ((1854) 23 
L.J.C.P. 148) for the view that special damages may be 
given if special damage be alleged and proved, even by 
anon-trader; to Bank of New South Wales v. Milvain 
((1884) to V.L. Reports (Cas. at Law) 3), for the view 
that a non-trader must prove special damage or that he 
has a mercantile character to be injured. For the 
plaintiff it was contended that she had sufficiently 
proved damage to her credit and that the judge might 
exercise his discretion and allow an amendment of the 
pleadings. 

His Lordship found for the bank. He refused the 
application for amendment of the pleadings on the 
ground that it would be unjust. The letter from the 
plaintiffs landlords asking her in future to pay her rent 
in cash was not disclosed, he said, until after a payment 
in cash had been made, and it would be an obvious 
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injustice to the defendant to raise special damage at that 
stage. He held, further, that substantial damages could 
not be recovered unless the damages were alleged and 
proved, by a person who is not a trader. The positive 
decision—the corollary, as he put it, of the proposition 
laid down in the cases above cited and in Grant on 
Banking, Smith’s Leading Cases and Addis v. Gramo- 
phone Company Limited (|1909] A.C. 488)—is thus 
stated for the first time. 

During the case for the defence it appears that his 
Lordship referred to Lord Tenterden as having said in 
Marzetti v. Williams, at page 424: “It is a discredit toa 
person, and, therefore, injurious in fact, to have a draft 
refused for so small a sum, for it shows that the banker 
had very little confidence in the customer.” Counsel for 
the bank was able to show that Lord Tenterden had not 
held that anything more than nominal damages could be 
given. But the remark seems rather to indicate a mis- 
conception of the position. Lack of confidence in a 
customer may be engendered either by the fact that the 
customer is weak financially, or by circumstances tend- 
ing to show unreliability of character—in other words, 
credit-worthiness. Is action on the part of the bank in 
dishonouring a cheque necessarily to be taken to mean 
unreliability, instead of the drawing of a cheque when 
there are no funds in hand to meet it? Even if the worse 
view be taken, the Courts seem to be agreed that the 
injury is not severe enough to warrant substantial 
damages being granted, except where special damage is 
pleaded and proved. Save in this exceptional case, the 
injury is strictly limited in the publicity given to it and 
the publicity is made the greater by the very act of the 
plaintiff in bringing the action. It has to be remem- 
bered, too, that a bank is only too ready to make amends 
by offering a complete explanation of its error to anyone 
in whose eyes the plaintiff's reputation may have been 
injured. It is, therefore, somewhat surprising that such 
actions are brought. 


Remedy under a Charging Order 

A point of practical importance to bankers and others 
obtaining a charge on shares by means of a charging 
order under the Judgments Act, 1838, s. 14, has recently 
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been decided by Morton, J. in the Chancery Division. 
The question he had to decide was simply whether the 
Court had jurisdiction to make an order for foreclosure 
or whether it could only make an order for sale, and he 
decided in favour of the latter. The importance of the 
right to obtain an order for foreclosure needs no 
emphasis in cases in which the shares subject to the 
charging order are such that a sale at any given time 
would bring in a lower figure than if the time were 
properly chosen, and it is obvious that foreclosure would 
enable the person who holds the charge to exercise his 
own discretion in the matter. 

Morton, J. felt, however, that he was bound—at any 
rate, as he said, “ in the interests of judicial comity ”’—by 
the decision of North, J. in D’Auvergne v. Cooper 
([1899] W.N. 256), which seems to have been followed 
by Eve, J. in Chambers in Attwood v. Gibbons, an 
unreported case decided in 1927. 

In The Annual Practice, 1939, at page 849, it is said 
that : 

“Sale,.and not foreclosure, is usually ordered 
(D’ Auvergne v. Cooper), but this is a rule of practice 
only, and semble in a proper case foreclosure could 
be ordered (per Cozens-Hardy, M.R., in Hosack v. 
Robins).” 

The comment of Lord Cozens-Hardy, M.R., referred to, 
and which Morton, J. regarded as obiter, appeared at 
page 336 of the report of Hosack v. Robins ([1917] 1 Ch. 
332), as follows: 

“.... IT regard the view taken by North, J. long 
ago in the case of D’Auvergne v. Cooper that sale 
and not foreclosure was the proper remedy of a 
person having a charge under the Judgments Act, 
1838, s. 14, as merely a rule of practice, and not a 
question of jurisdiction. As a matter of convenience 
the Court says that the charge shall be enforced not 
by foreclosure but by sale. I guard myself from 
saying there is any real prohibition which could 
prevent the Court, if it thought fit, from granting 
either foreclosure or a sale in lieu of foreclosure. If 
the Court did grant foreclosure it could at once, 
under the statute referred to, make an order for sale 
instead of for foreclosure.” 
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It would seem, therefore, now settled that the appro- 
priate order in the circumstances is an order for sale. 


Secret Trusts 


Another case of interest to trust officers of banks 
came before the Court of Appeal last month in 
Re Cooper, Le Neve Foster v. National Provincial Bank 
Limited and Others. It appears from the headnote to 
the case, at page 586 of [1939] 3 All E.R., that a testator 
bequeathed to his executors the sum of £5,000 upon 
trusts which he had already communicated to them. 
The following month he revoked that will, restored a 
previous will and provided that “the sum of £5,000 
bequeathed to my trustees in the will now cancelled is to 
be increased to £10,000, they knowing my wishes 
regarding this sum.” 

The Court of Appeal held that as there was no com- 
munication to the trustees in regard to the second £5,000 
there could be no acceptance by them of a trust in 
respect of that sum, and no trust was in fact created. Sir 
Wilfrid Green, M.R., found it 


“,.. not possible to give effect to what the testa- 
tor obviously desired, because he had not taken the 
steps which the law requires to enable that desire to 
become effective. He was minded to make a 
disposition by means of what is commonly called 
a secret trust. That is to say, he was not disposed 
to set out upon the face of the will or upon the face 
of some identifiable document described in his will 
the disposition which he desired to make. Accord- 
ingly, he adopted the familiar device of bequeathing 
in favour of named persons a legacy which they 
were to hold as trustees. The actual trusts upon 
which they were to hold it, however, had been 
communicated by him to them, and accepted by 
them in his lifetime. In order that a disposition 
which it is desired to make by that process can be 
effective, it is necessary that the intention of the 
testator be communicated to the trustees, that the 
trustees accept the instructions of the testator and 
that, acting on the faith of their acceptance, the 
testator makes the gift, or, if it is a gift which has 
been already made, leaves it unrevoked.” 
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and he quoted Lord Buckmaster, Viscount Sumner and 
Lord Warrington of Clyffe from Blackwell v. Blackwell 
({1929] A.C. 318). Clauson and Goddard, L.JJ. agreed 
with him in approving the judgment of Crossman, J. to 
the effect that the gift of the second £5,000 failed, by 
reason that there was no communication to the trustees 
in respect of it and no acceptance by them. 


Heritable Securities in Scotland (1) 
By C. J. Shimmins 


N my article last month it was shown that registra- 
| tion, whether of a disposition, feu charter, bond, or 
other similar writ, was essential to the obtaining of a 
legal security over land or houses in Scotland. There 
are statutory definitions of the term “ heritable security,” 
but for general purposes any security over a heritable 
subject such as lands and houses and the rents and 
profits thereof may be deemed a heritable security. There 
is no such thing as an equitable mortgage in Scotland, 
and the simple deposit of title deeds with a banker is of 
no avail as security, even although accompanied by a 
formal undertaking to convey the subjects to the bank, 
if and when called upon to do so. There are, of course, 
cases in which the deposit of title deeds is accepted, but, 
while this is usually a guide that the property is free of 
bonds (naturally a lender would keep the title deeds), this 
in fact gives no real security. 

In any case, if a bank accepts a simple lodgment of 
title deeds accompanied by a letter undertaking to con- 
vey the property, it is essential that this letter should be 
in simple terms, without any addition of words such as, 
“if and when called upon to do so.” The reason is that, 
in the event of bankruptcy, the bank could not enforce 
the undertaking within sixty days of the bankruptcy, 
because a demand or a request to convey the security 
was precedent to the actual transfer of the subjects. Thus 
in Moncrieff v. Union Bank, 1851, a customer of the 
bank received an advance six months before he became 
bankrupt, and gave a letter to the bank binding himself 
“at any time required ” to assign to the bank in security 
of the advance a certain bond and two life policies, which 
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he then deposited with the bank. Six days before bank- 
ruptcy, at the request of the bank, he assigned the 
securities, but it was held reducible under the old Scots 
Act of 1696.* 

As mentioned last month, banks look askance at 
heritable property. It would in any case be difficult for 
the banks to compete with the building societies, which 
until quite recently were prepared to advance, in some 
cases, as much as go per cent. of the value of the pro- 
perty—whereas it is doubtful if any Scottish bank would 
put up more than that against War Loan. Even s0, 
heritable securities possess many advantages as com- 
pared with some other types of security which do find 
their way into a bank’s portfolio. 

There are three well-known methods of obtaining 
security over heritable property in Scotland, viz :— 

1. The bond and disposition in security. _ 
2. The bond of credit and disposition in 
security. 
3. The disposition ex facie absolute qualified by 
a back letter or back bond. 
There is no uniform practice among the Scottish banks, 
all three methods being adopted, although the second, 
like the cash credit bond—one of the most typical fea- 
tures of Scottish banking—is gradually becoming 
obsolete. 


BonD AND DISPOSITION IN SECURITY 


The form of this method of conveyance is statutory, 
being regulated by the Titles to Land Consolidation Act, 
1868, and the Conveyancing (Scotland) Act, 1924. The 
two most important clauses of the bond contain an 
acknowledgment of the loan with the personal obliga- 
tion of the debtor to repay principal and interest, and 
the disposition or conveyance of the lands and property 
in security. One disadvantage is that the security can 
be made available only if the advance is made in one 
sum. This was provided for by the old Scots Act of 


* This Act strikes at all ‘‘ voluntary dispositions, assignations, oF 
other deeds granted by a bankrupt, either at or after becoming bank- 
rupt, or in space of 60 days before bankruptcy, in favour of any 
creditors in preference to other creditors.’’ 
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1696, c. 5, which annuls securities for debts to be con- 
tracted for the future, so far as regards any debt “con- 
tracted after the infeftment” (i.e. the actual taking of 
possession and constructive delivery of the subjects). 
This difficulty may be overcome by debiting the loan to 
a dormant account and placing the amount to the credit 
of an operative account the balance of which may 
fluctuate from time to time. 


A bond and disposition contains twelve clauses, and, 
as the majority of bankers will never have the oppor- 
tunity of seeing an actual bond, these clauses may be 
explained in detail. 


1. Narrative—“I, A.B., designation and address; 


2. Receipt—* Grant to have instantly borrowed, and 
received from the C.D. bank, the sum of £5,000 (five 
thousand pounds); 


3. Obligatory—“ which sum I bind myself, my heirs, 
executors, and representatives whomsoever, without the 
necessity of discussing them in order, to repay to the said 
Bank or their: assigns at the term Whitsunday, (year), 
with a fifth part more of liquidate penalty in case of 
failure, and the interest on the said principal sum at the 
rate of five pounds per centum per annum from the date 
hereof to the said term of payment, and half yearly at 
Whitsunday and Martinmas in each year, by equal por- 
tions, beginning Whitsunday, 19—, with a fifth part 
more of the interest due, at each term of liquidate penalty 
in case of failure in the punctual payment thereof; 


4. Disposition in Security—“ and in security of the 
personal obligation before stated, I dispone to and in 
favour of the said C.D. Bank Limited, heritable but re- 
deemable as aftermentioned, yet irredeemable in the 
event of a sale by virtue hereof, All and whole that piece 
of land, etc. (then follows the description of the 
subjects) ; 

5. Assignation of Rents—“ and I assign the rents; 

6. Assignation of Writs—“ and I assign the writs; 

7. Warrandice—“and I grant warrandice; (Note— 
watrandice is an obligation by the grantor that the sub- 
ject of the grant shall be effectual to the grantee in the 
event of the latter being dispossessed or evicted from 
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the subject of the right to which the deed relates. In 
other words, the person selling or transferring the pro- 
perty says, “ This is mine; I have a good title to it, and 
you will be able to enjoy possession without interrup- 
tion.”’) 

8. Redemption—“and I reserve power of redemp- 
tion; (Under Act, 1924, three months’ notice is 
necessary.) 

9. Obligation for Expenses—“ and I oblige myself for 
the expenses of the assignation and the discharging of 
this security; (This covers all the expenses of the bond 
itself, including registration, and all reasonable expenses 
in calling up the bond.) 

10. Sale—“ and on default in payment I grant power 
of sale; (The procedure is statutory and will be 
explained later.) 

11. Registration—“and I consent to registration 
hereof for preservation and execution.” (If this clause 
is not inserted, the creditor will be unable to execute dili- 
gence in the easy and rapid manner provided by Scots 
law.) 

12. Testing Clause. This clause usually contains :— 

(a) The number of pages of which the deed consists. 

(b) The place of signing. 

(c) The date of signing. 

(d) The names, designations and addresses of the wit- 
nesses. To complete the bank’s title registration in the 
Register of Sasines is essential, the deed being recorded 
in the appropriate Division (according to counties) of the 
Register. Incidentally, in my last article no mention 
was made of the particular Register of Sasines kept for 
each Royal Burgh, because as a result of legislation 
passed in 1926 these Registers are being gradually closed. 
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The ‘Payment on Arrival’”’ Bill 


By W. W. Syrett 


TIEMPTS are often made to reduce export con- 
A tracts to a form resembling that used in domestic 
trade. Probably the commonest method em- 
ployed is to arrange a price on a c.if. basis, subject to 
the proviso that payment is to be made only on arrival 
of the goods. This “arrival” or “delivery” contract 
is rapidly growing in importance. Conditions of political 
tension, particularily when that tension vitally affects the 
country in which the buyer is domiciled, tend to cause 
even merchants and manufacturers who have hitherto 
avoided it to break their traditions and attempt the 
apparent anomaly of buying c.if., yet paying on posses- 
sion. In collecting documentary bills drawn on 
Australian buyers of British goods, the banks nowadays 
find it quite usual to receive covering instructions to the 
effect that presentation is to be made only on arrival of 
the cargo steamer. Whilst there is no doubt of the 
rights and duties of the parties to a c.if. contract under 
U.K. law and mercantile practice, the practice in the 
Dominion (if not also the law) appears to interpret the 
agreement with much greater latitude. 

Such attempts to transform sales of documents into 
sales of goods present few difficulties when the parties 
are parent and subsidiary, or principal and agent (e.g. 
del credere), or when trade between distinct entities is 
financed by the seller’s funds on “open account” lines. 
Records are merely a matter of book-keeping entries 
and interest or rebate adjustments, which can be 
arranged on a sufficiently elastic basis to allow the 
delivery of the goods to coincide with the initiation of 
the debtor-creditor relationship. There are, however, 
several serious objections to the arrival contract if pay- 
ment is made by a bill of exchange drawn by the creditor 
on the debtor. 

Under British law, as every student knows, a bill of 
exchange must require “the person to whom it is 
addressed to pay on demand or at a fixed or determin- 
able future time. . . .” The commonest example given 
in the banking textbooks of what does not conform to 
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this requirement is a drawing “on arrival of the 
S.S. ”. Thus a bill intended to provide for pay- 
ment on arrival of goods must be made out in the usual 
form, and the collecting bank separately instructed to 
have it held up in the overseas centre until the arrival 
of the ship. British banks, other than the Australasian 
banks, are most reluctant to thrust upon their staffs the 
added duty of checking the arrival of steamers.* Ina 
port such as London, to assume such a duty would add 
substantially to the labour of bill-collection. Moreover, 
since the banker charges for collecting bills, he cannot 
exclude from such a charge the function of watching 
for arrivals and claim that this is done gratuitously. 
Any general movement towards basing payment for 
imports on delivery of goods would therefore be 
resisted by London bankers, who would foresee the 
danger of litigation through attempts to saddle them with 
responsibility if the docking of some small tramp steamer 
were missed. 

When a banker proposes to take a financial interest 
in a bill by discounting or negotiating it, he can proceed 
with any degree of assurance only if he knows when the 
bill is payable; otherwise, he naturally cannot calculate 
the interest (discount) to be claimed from the party 
liable, or the extent of the “turn in the rate” to be 
allowed for this factor on a bill in foreign currency.; 
Arrival contracts for sale of goods are therefore more 
likely to be financed by advances. In offering the 
banker such bills as security, exporters must realize that 
they are absolutely in the banker’s hands. If the bank, 
anticipating the insolvency of one of the parties, wished 
to hasten presentation, the mere existence of an instruc- 
tion to delay presentation might not prevent it from 
doing so in its own interests. Further, the seller who 





«In Australia, ‘the collecting banker advises the drawee of the 
“arrival of steamer ”’ bill, when he receives it by mail. He asks the 
drawee to communicate with him on arrival of the vessel, but he also 
checks the arrivals. There is no contractual relationship between 
banker and drawee; the latter party is thus under no legal responst- 
bility to comply with the request. Nevertheless, the system is 
understood to have worked, so far, in practice. 

+ Here, Australian practice is to adjust the rate of conversion. 
Such a procedure is only available with ‘“‘ Exchange as per endorse- 
ment ”’ bills, where the exchange risk is undertaken by the drawees. 
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draws the bill engages by so doing that it will be duly 
honoured on presentation according to its terms. Thus, 
if a bill is drawn, for example, payable on demand, the 
mere instruction to delay presentation pending arrival 
of goods cannot be held to override the legal obligation 
to pay on demand. If the banker should present on 
arrival of mail, as the bill entitles him to do, a refusal 
by the drawee with the answer “ will pay on arrival of 
goods” would not estop the banker’s immediate right 
of recourse against the drawer. 

There is a third objection to the arrival contract 
which arises from the contract of insurance of the goods. 
If the vessel does not arrive, the buyer never takes up 
the documents! Consequently, the exporter who sold 
at a price including insurance would never receive pay- 
ment. Conversely, if the buyer had agreed to insure, 
he would not be in a position to take the first steps 
towards claiming on the insurer, as he would lack the 
essential documents. In either case if the parties have 
the foresight to borrow a term from the affreightment 
they will incorporate a clause to make the bill “ pay- 
able, ship lost or not lost.” That cannot be inserted in 
the bill of exchange itself (for the reasons already 
explained) and must therefore be contained in an addi- 
tional instruction to the collecting banker. The bank 
would then be saddled with establishing the date on 
which the boat should normally have arrived. Bankers 
are hardly likely to find this attractive, but it does 
represent one half-measure by which the objections to 
the arrival contract might be partially surmounted. 

It may be argued that the only course open to 
exporters selling for “ payment on arrival” which will 
entirely meet the banker’s objections is for them to draw 
their bills (allowing for days of grace, if any) on the 
dates when they expect the vessels to arrive at the port 
of destination. Such bills are payable at a fixed future 
tme. They comply with the Act; and they give the 
banker a calculable period of time over which to charge 
interest or discount. Unfortunately they do not ensure 
fulfilment of the condition that the goods must arrive 
before payment. The shipments might arrive early and 
charges be incurred in respect of the goods, which would 
tfeémain on the quay unclaimed: or the shipments might 













































arrive later than anticipated, so that the buyers would 
then pay before obtaining possession. This may not be 
serious in the case of important centres served by regular 
steamship lines which keep to schedule, but it leaves 
unsolved the difficulties of buyers in the less frequented 
ports served only by irregular tramp lines. This dis- 
advantage to one of the trade parties is somewhat offset 
by the fact that there is greater certainty of any 
insurance claims being promptly put forward. 
Whatever practice may ultimately be adopted as the 
best solution it seems fairly certain that bankers, much 
as they may like to make things easy for their customers, 
will not generally undertake to open credits incorpora- 
ting a clause “bills payable on arrival of goods.” To 
do so would put them in the hands of foreign banks who 
might be tempted by their lack of free exchange to 
present the bills on arrival of mail in accordance with 
their terms,* and avoid the instructions to the contrary 
contained in the letter of credit under which the bill 
was drawn. The most usual solution at present is for 
straight-forward credits to be opened. Approved 
customers can be given advances against a Letter of 
Hypothecation, supported by the documents, pending 
arrival of steamer. There seems no reason why this 
practice should not be universally adopted. 
* In many countries where exchange restrictions are in force, 
the drawee of an import bill does not finally pay until the goods have 
been disembarked and cleared through the customs. This does not 
make the sale of goods contract in those countries an “ arrival” one, 
however, since in most cases the drawee takes up the bill and documents 
on arrival of mail and deposits as security sufficient of his own currency 
to satisfy the collecting bank. Even in countries where this deposit 
is not made immediately the bills arrive, it is the legal obligation of 
the drawee to watch for arrival of the vessel; the legal onus does not 
devolve on the bank, even if some care is taken to check the arrivals 
in the interest of foreign principals. Thus in countries which have 
adopted exchange restrictions, the c.i.f. contract has not in fact 
deteriorated into an “ arrival’”’ contract, however similar the result may 
be in practice. 
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The Future of Anglo-Roumanian 
Trade 


By Mihail Romnicianu 


Administrator of the National Bank of Roumania 


HE recent Anglo-Roumanian trade agreement was 
T signed with the evident intention of promoting 

the trade between the United Kingdom and 
Roumania. But a simple commercial treaty is not 
sufficient in itself to attain such an object unless the 
circumstances of the countries concerned favour this 
intention. 

It is therefore of interest to enquire whether the 
actual conditions are such as to favour a successful 
outcome of the agreement signed by Sir Frederick Leith- 
Ross on behalf of His Majesty’s Government within a 
reasonable period of time. 

To this end we must consider, in the first place, the 
economic position of Roumania. It is well known that 
Roumania is still mainly an agricultural country, whose 
principal wealth consists of the produce of her soil. To 
this must be added a very rich production of timber, and 
an appreciable number of cattle. The mineral wealth of 
Roumania, especially in mineral oil, is also well known 
to every economist. But these bare facts do not give 
a true picture of the country’s economic position, nor do 
they sufficiently make clear its needs and possibilities. 

Roumania’s agriculture is an important asset in the 
trade balance, but in times such as these its results are 
not as satisfactory as they could be since international 
competition on the grain market is particularly keen. 
The reason must be sought in the conditions under which 
the Roumanian soil is cultivated. The great agrarian 
teform of 1918-1922, which transferred 80% of the culti- 
vated area to the peasantry, is certainly responsible for 
the actual methods of Roumanian farming. The quality 
of Roumania’s principal agricultural export—wheat— 
suffered a severe deterioration, owing to the impossibility 
of the new proprietors continuing the scientific 
agricultural methods used by their predecessors. 

To this may be added the fact, strange as it may 
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seem, that Roumania’s rural population is actually 
excessive. Thus if we examine per square kilometre 
the rural population deriving its living from the soil in 
various countries, we find the following figures: 


England - os ea os 7°t inhabitants 
Holland 4 we - os 26°7 ‘ 
Denmark nee sia a ‘<a 3r'1 - 
Germany .. és oe os 47°6 ‘ 
Roumania .. is an os 815 rd 
Jugoslavia .. so set os 816 n 
Bulgaria 89°6 s 


It will be seen that among European countries the 
density of the agricultural population in Roumania is 
exceeded to any extent only in Bulgaria. The conse- 
quence is that the standard of living in the country is 
still very low, which of course affects the buying 
capacity of the greatest part of our population. 

So far as concerns our other staple products, timber 
and cattle, they also labour under severe difficulties. 
Roumanian timber cannot actually be exported beyond 
the countries in our immediate neighbourhood—Turkey, 
Greece, Palestine, Egypt and Italy—freight rates to 
other countries being too high to allow a reasonable 
profit. Cattle are similarly exported only to the same 
countries, not only on account of transport costs, but 
also because living animals cannot withstand a longer 
voyage without suffering considerable harm. 

With regard to petroleum, it must be remembered 
that, owing to a temporary exhaustion of the oilfields 
actually known and to a reluctance of the companies 
to carry out new prospecting, Roumanian oil production 
has suffered a constant diminution in recent years, which 
considerably reduced exports. 

This short picture of the present position throws 
considerable light on the possibility of extending not 
only Anglo-Roumanian trade but also the general 
economic relations between the two countries 
Roumania wants capital to develop her agriculture to 
give its population the necessary machinery and the 
means of starting a new and more modern way of 
farming. In addition, the Roumanian oil industry must 
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resume its prospecting, which requires considerable 
capital. Last but not least, Roumanian industry, created 
to absorb the surplus rural population, requires raw 
materials, machinery and capital to enable it to work 
in the most economic conditions. All these needs mean 
important business transactions, which Roumania is 
willing to contract with Great Britain, knowing that the 
English market can supply all her necessities, both in 
merchandise and in capital. 

A question arises: is Roumania able to pay for all 
these requirements? We are confident that she can, 
and, what is more, that every effort on the British side to 
enable us to fulfil our engagements will prove to be good 
business in the end. In the first place, Roumanian agri- 
cultural products could easily be absorbed by the Eng- 
lish market. The Roumanian authorities are certainly 
very much interested in exporting to those countries 
which can pay in free exchange, and which do not con- 
fine themselves to the barter business. In saying this, 
I do not mean to deprecate the importance of the recent 
German-Roumanian agreement, nor the benefits derived 
by our trade with clearing countries. But it must be 
kept in mind that neither Germany nor Italy, great 
buyers of Roumanian products though they be, can 
supply us with all the raw commodities we need, and 
that it is therefore necessary for Roumania to seek other 
markets, even if those demand some sacrifice on our 
part. 

Roumania is further anxious not to bind herself to a 
single market, in regard to her purchases of manufac- 
tured goods, but to maintain her relations with every 
seller which can supply her requirements. The same 
considerations apply to oil exports, which find a ready 
market in every part of the world. 

It must be remembered also that our country is 
actually a great producer of agricultural by-products, 
which could eventually be more interesting to the British 
public than cereals themselves. Thus, few people realize 
that Roumania is one of the best producers of bacon, 
eggs, oil-cakes and poultry. Roumania is also the second 
country in the world for karakul furs, which unhappily 
are often sold on the English market as Russian pro- 

ucts. However, these exports raise a great question, 
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which is of crucial importance to us. The great diffi- 
culty in exporting to Great Britain as well as to the other 
free exchange countries consists in the great difference 
existing in prices obtained on these markets and those 
offered by the clearing countries. The barter agree- 
ments existing with some countries enable them to offer 
apparently infinitely higher prices, which certainly tempt 
our exporters and create an internal price level which 
often forbids any export to other countries. 

The Roumanian Government has tried to bridge up 
the gap between these two prices by allowing liberal 
export premiums to exports in free exchange and by per- 
mitting a considerable percentage (60 per cent.) of the 
sterling deriving from exports to the United Kingdom to 
be freely negotiated on the market. But export pre- 
miums mean a great burden on the Budget; while the 
free negotiation of sterling at too high a rate of exchange 
may encourage exports but hamper imports. This fact 
was fully recognized by the British Delegation which 
visited us recently, and is admitted in principle in the 
agreement itself. 

It is therefore necessary to take other steps in order 
to secure a firm basis for our future commercial relations. 
The matter is under serious consideration in Roumania 
and it is certain that in the present system of controlled 
economies prevailing here, means will be found and put 
in force. But the English public should be warned of 
the inconvenience of leaving the whole burden on our 
shoulders. If Roumanian trade means much to Eng- 
land, as we are convinced it does, and if our mutual 
interests are linked in this matter, sound business prin- 
ciples demand that the sacrifices should be apparently 
borne by both parties. I purposely use the word 
“apparently,” because I am convinced that these so- 
called sacrifices will, in the long run, be offset by mutual 
advantages. 

It is very true that England can buy grain and oil 
everywhere in the world at low prices, but it is not s0 
certain that she can sell her industrial products, and 
eventually her raw materials, just as easily. For we 
must always bear in mind that actual circumstances wil 
not last for ever, and that a good customer will always 
be welcome in the future time of peace. Roumaiia, 
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which has no invisible exports or capital reserves but 
only her exports to cover her payments abroad, cannot 
buy unless she can sell. Her business partners must 
therefore do their part to enable her to continue business. 

The means to which even a country of liberal 
economic principles like Great Britain can have recourse 
are both powerful and effective. In the first instance 
the United Kingdom can give more liberal conditions to 
our by-products, either by increasing the necessary 
quotas, as in the case of bacon, or by lowering the cus- 
toms duties, as in the case of oil-cakes. At the same 
time, the English market must be informed of our real 
possibilities to avoid false impressions, as in the case 
of our furs. Moreover, in the actual period of great 
Government orders no inconvenience can arise from the 
fact that some of them, especially of grain, foodstuffs 
and oil, are placed on the Roumanian market, even at a 
slightly higher price. Finally, we do not understand why 
Government premiums paid to importers from 
Roumania should not be allowed by the British Govern- 
ment. The .means for this consist in Government 
measures to make prices accessible to us. The German 
Government has long used export premiums to promote 
the sale of manufactured goods, and has consented to 
pay higher prices for our exports. Even the French and 
Swiss Government have recently taken recourse to the 
same measures. Why should Great Britain not employ 
the same means? Every penny spent in this direction 
means employment to her home industries, means a 
reduction in the number of unemployed and a corre- 
sponding diminution of the support paid to them by the 
Government. Lastly, such a course would strengthen the 
mutual understanding and the goodwill already exist- 
ing between our countries. 

In conclusion, I feel obliged to say a word about the 
lending policy which Great Britain adopted recently in 
respect to several countries in Eastern Europe. We cer- 
tainly appreciate the goodwill with which these credits 
have been extended in times of such financial stringency. 
But these loans must not be considered by the English 
public as a simple act of benevolence. Roumania wants 
to be treated as a business partner and not as an assisted 
country. Therefore she takes these credits with the 
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firm intention of repaying every penny; but she wants to 
be put in the position to obtain the necessary exchange. 
Hence every step taken by Great Britain to enlarge her 
trade with us, every serious thought given in England 
to the Roumanian market, is even more valuable to 
us than any loan. For this will mean lasting profit for 
both sides and the means to fulfil our engagements and 
maintain our commercial standing. 


Financial Conditions in Portugal 


By J. de Aratjo Correia, A.R.S.M., B. Sc. 
(London) 
Deputy of the Portuguese National Assembly, Member of the Public 


Accounts Committee and Director of the National Bank of Savings, 
Credit and Pensions 





INANCIAL recovery in Portugal began about ten 
EF years ago. When in 1928 definite steps were 

taken to fight the financial crisis which for over 
a century had been the main cause of the so-called 
Portuguese decline, few persons in Portugal believed 
that the measures enacted would be successful. 


It is interesting to compare the financial position of 
the country in 1928 with that of 1910, the year of the 
proclamation of the Republic. 
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Internal | 398,377 contos | 2,362,700 contos 
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These figures show the tremendous changes which 
Portuguese finance had undergone. The aggregate 
deficits of the public accounts, over the period of eighteen 
years, amounted to about £78 millions sterling. These 
deficits had to be made good by recourse to increased 
fiduciary circulation and to the floating debt. Under 
the latter heading, Treasury Bills, at six months and one 
year, were constantly issued, at rates of interest which 
reached 11 per cent. The amount of debt per person 
had a very serious import and various attempts were 
made to balance the finances of the State, but with little 
appreciable result. 


Besides the obvious inconvenience of such a state of 
affairs, which made itself felt principally in the move- 
ment of State accounts, the various Departments con- 
cerned with the country’s development were seriously 
hampered in their task. The problem which the 
authorities faced in 1928 was, therefore, not purely 
financial, but also economic and psychological, and 
called, as it were, for a re-education of the mind of the 
people, who had to learn as a fundamental principle 
that sound finance was essential to any material or social 
progress. 


To place Portuguese finance on a solvent basis was 
no easy task, nor did the methods employed in the past 
incline the people to place much faith in the plans about 
to be tried by the Government. 


The financial triumph of the new policy begun in 
1928 should, in view of these circumstances, be regarded 
also as a psychological victory, and it showed two things : 
(2) that financial ruin can be averted by the strict appli- 
cation of the classic, well-tried processes of reform, which 
were the only ones employed in the case of Portugal; 
(b) that the salvation of a people, even when they believe 
themselves to be lacking in material resources, may be 
wrought by their force of will and by the right utilization 
of their own assets—both moral and material. The 
general control of finances by one able person and the 
gradual comprehension, by the majority of the country, 
of the principles aimed at, were the two most powerful 
means of accomplishing the Portuguese financial 
recovery. 
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Ten years have elapsed since the promulgation of the 
chief reforms, and the principal results obtained are as 
follows : 





. a Internal | 2,362,700 contos | 4,004,623 contos 
Funded Public Debt { External | 3,040,176 - Tianna z 
Floating Debt .. os .. | 2,114,000 ,, | — 

Debt per head (Capital) .. | 1,435:00escudos|} 860-00 escudos 
Debt charges... ‘s or 326,291 contos 282,696 contos 
Debt charges per head on 48-00 escudos 38-00 escudos 


Credit Balances .. .. | 68,000 contos | 856,900 contos 
| 


Public Debt (Net) ha -- | 7,448,900 __,, 6,372,400 __,, 








The aggregate surpluses since 1928 amount to 
1,850,000 contos, which is equivalent to about £17 
millions sterling. 

These figures would mean little or nothing if it were 
shown that the surpluses and the reduction of the debt 
had been obtained by sacrificing the material develop- 
ment of the country. But, on the contrary, the public 
accounts already audited and approved by the National 
Assembly* show how much has been spent on road 
building, harbours, navy, drainage and irrigation and 
many other improvements. 

The financial reform exercised great influence also 
on banking transactions, and particularly on interest 
rates. 

Credit operations in Portugal are controlled by the 
bank of issue, that is the Bank of Portugal, and by the 
Caixa Geral de Depdsitos, Crédito e Prevideéncia 
(National Bank of Savings, Credit and Pensions). The 
influence of the first is exercised principally through the 
rediscount rate, which was gradually reduced from 8 per 
cent. in 1928 to 4 per cent. The bank’s reserves have 
steadily increased and to-day are equivalent to 43 pe 
cent. of the liabilities. The savings banks hold about 
60 per cent. of the country’s savings, the Caixa Geral de 








* See ‘‘ Portugal Econémico e Financeiro,’’ 2 vol., by Araujo 
Correia (Ed. Imprensa Nacional, Lisbon). 
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Depositos, which is the largest, accounting for 50 per 
cent, approximately. The greater part of the sums 
deposited with the latter bank are applied by the Caixa 
Nacional de Crédito (National Bank of Credit), which 
grants facilities direct to farmers, manufacturers and 
industries generally. A great number of important con- 
cerns which contribute to the country’s development, 
such as tourist companies, water-power plants and 
factories of every kind, owe their existence to this insti- 
tution. The following table shows the movement of 
accounts with all banks since 1932: 
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Caixa Geral de | 
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Portuguese banks, after the financial reform, have 
devoted themselves particularly to commercial business, 
and in that branch of work have played a very important 
part in the economic life of the country. The 1930-31 
crisis affected several banks. Some went under, others 
concentrated their business and reinforced their capital. 
Since then banking business has become quite stable, 
and it may be said that no reputable client need lack 
monetary backing in Portugal. 

Though the credit system has been normalized, as far 
as the financing of business, agriculture and industries 
is concerned, one cannot say that the Portuguese 
economic problem has been entirely solved. The solu- 
tion of this problem is one of the immediate objectives 
of to-day and greater progress would no doubt have 
been registered were it not for the political and economic 
conditions in Europe. 


Part of the surpluses from past years have been spent 
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on rearmament on land, sea and air—on weapons, ships, 
aircraft, military and naval bases. 

The successive amounts saved from the past financial 
periods were naturally intended for the work of economic 
and social improvement which the country needs. This 
work has been retarded, though much is already accom- 
plished. The full scheme aims at raising the standard 
of living, increasing purchasing power and carrying 
the advantages of progress to the remotest parts of the 
country. 

The population of Portugal is increasing at the rate 
of one million inhabitants every ten years, and in some 
parts, especially around Oporto, the density of popula- 
tion is already considerable. This fact, together with 
the undoubted progress achieved in Portugal’s vast 
colonial Empire—particularly in Angola and Mozam- 
bique—imposes the necessity for greater industriali- 
zation. The reserves of electrical power from waterfalls 
and the raw products at home and in the colonies make 
it possible for the problem of industrialization to be faced 
with confidence. Nevertheless the desired industrial 
development of the country will have to be effected 
slowly. The technical and material circumstances of the 
various industries and the possibility of their adaptation 
to local needs will have to be carefully considered. 
Such a task will take years to accomplish and the present 
conditions in Europe do not permit the launching of too 
ambitious schemes, some of which in any case will require 
elaborate preliminary studies of the technical, economic 
and financial aspects of the work involved. Happily, 
one can say that a great many improvements have 
already been carried out. But they by no means exhaust 
the plans made by the country’s leaders, who wish the 
economic organization of Portugal, as provided for in the 
Constitution, to be an instrument of social well-being and 
the means of raising considerably the conditions of life 
of the poorer section of the population. 
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South American Banking 


FEW years ago the monetary and _ banking 
A systems in most of the South American republics 
were modernized through the establishment of 
central banks charged with the orthodox task of regula- 
ting the bases of credit. Over very many years prior 
to these reforms, the republics inevitably experienced 
chronic instability in monetary conditions and particu- 
larly in the foreign exchange values of their respective 
currencies. As a result, however, of the general adoption 
of central banking systems, this uncertainty has largely 
disappeared over the past few years. However, against 
the undoubted advantages of stability thereby imparted 
to the banking industry, there has to be set the fact that 
interest and commission rates continue at a low level, 
business being increasingly competitive; whilst, through 
the maintenance of restrictions in the foreign exchange 
and import markets, banks are burdened with difficulties 
in moving funds, as also with heavy extra routine work 
for which there is no compensating return of profit. 

The stabilizing influence of a central banking system 
has been outstandingly demonstrated in the case of 
Argentina. Prior to 1935 the country undoubtedly 
derived considerable assistance through the conduct of 
banking on orthodox lines by the purely commercial 
banking institutions. But these were obviously unable to 
regulate the credit fabric to the same extent or with the 
same authority as an official central bank, particularly 
from the point of view of a long-term policy. In 1935, 
however, a comprehensive and inter-related number of 
financial reform measures were adopted, focused upon 
the Central Bank of Argentina, which was established in 
that year. The subsequent annual reports of that insti- 
tution have amply demonstrated the success which has 
attended the measures taken to level out the basis of 
credit over years of sharply fluctuating fortune inherent 
i a primary-producing country. Thus, despite difficult 
conditions over the past eighteen months, the general 
economic situation of Argentina continues sound, com- 
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mercial failures have remained low, living costs have 
been relatively stable, and the unemployment problem 
insignificant. Moreover, business turnover has been 
maintained, as indicated by the fact that bank clearances 
in Buenos Aires during 1938 were only very slightly lower 
than in 1937, at 38,183 million pesos, against 41,596 million 
pesos, whilst in the first five months of 1939 they were 
actually higher than in the like period of last year, at 
16,370 million pesos, against 16,167 million pesos. The 
general banking situation is normal and liquid, and shows 
seasonal movements due to income from harvests, the 
total cash in hand in the commercial banks at end-April, 
1939, having been 737 million pesos, compared with 
728 million pesos at end-January, whilst deposits 
increased to 3,975 million from 3,962 million pesos, and 
loans to 3,123 million against 2,991 million pesos. The 
reserve position of the Central Bank itself continues 
very strong—on May 15, 1939, the ratio of total gold and 
foreign exchange reserves to note and other sight liabili- 
ties was 76.47 against 77.12 per cent. in mid-February, 
1939. 
Particular interest attaches, therefore, to the recently- 
published Report for 1938 of the Argentine Central 
Bank, which contains an admirable survey of recent 
monetary policy, particularly as it reveals Argentina's 
determination to take a long-term view of her economic 
position, adapted to the probabilities of her own parti- 
cular trade cycles. The Report provides a complete 
answer to charges that the measures taken to control 
credit expansion during boom periods, in order to con- 
serve purchasing power for the lean years, have involved 
a system of exchange control which represents a sub- 
stantial tax upon remittances leaving the country. The 
Report makes it clear that Argentina’s adverse balance 
of international payments for 1938 amounted to no less 
than 582 million pesos (nearly £35 million sterling), 
which followed upon positive balances for several years, 
but that the Central Bank was able to meet this deficit 
by the release of 461 million pesos from the Exchange 
Fund’s reserves of gold and foreign exchange and by 
121 million pesos obtained by the Argentine Government 
from foreign loans. It has also been necessary to set 
aside large sums during recent months for payments to 
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wheat growers under the subsidy scheme, which guaran- 
tees them a minimum rate of 7 pesos per 100 kilos 
irrespective of the price ultimately received by the 
Government. 

The policy of absorption of funds steadily pursued 
by the Central Bank when conditions were more 
prosperous made it possible to meet these claims, the 
reserves of currency accumulated by that institution 
having been in part the result of the success with which 
the commercial banking institutions were deterred from 
creating new amounts of circulating media in excess of 
business requirements. In this connection, emphasis is 
laid upon the imperative need for the creation of a short- 
term loan market as the best means of quickly absorbing 
surplus funds in times of plenty, which funds could be 
re-injected into the market when the economy of the 
country entered upon a downward phase. The problem 
of fugitive “ hot” money had been coped with, but would 
continue to exercise a disturbing influence upon the 
course of Argentina’s trade cycle. Therefore, whilst the 
system of free trade best served Argentina’s interests, 
the present system of exchange control could not be 
relaxed, as it protected the balance of payments, the 
value of the currency, and the country’s foreign trade. 

So far as concerns Argentina’s merchandise balance 
of trade, success has speedily attended the measures 
taken to restore a favourable balance in place of the 
heavy adverse figure of 1938. In order to do this, how- 
ever, imports have been cut down drastically under the 
strict system of prior permits. There is little hope of 
any important increase in the value of exports this year, 
the bumper crops having been offset by the very low 
level of grain prices, accentuated by good reports of 
North American harvests. Actually, Argentine exports 
for the first five months of this year rose in volume by 
as much as 48 per cent. over last, but the corresponding 
increase in value amounted only to 6.4 per cent. On 
the other hand, there was a steep decline of 20 per cent. 
in the value of imports, so that there emerged by end- 
May a trade balance favourable to Argentina of over 
130 million pesos (nearly £8 million sterling), against an 
adverse balance twelve months previously of 35 million 
pesos (say £2 million sterling). Although imports from 
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all supplying countries are much reduced, the percentage 
representing British goods showed a slight increase in 
the first five months of this year to 21.1 from 19 per cent, 
last year, whereas goods from the U.S.A. declined to 
15.2 from 18.7 per cent. of the total. However, as 
Argentine foreign trade is based strictly upon a policy 
of reciprocity, Britain’s predominance in the Argentine 
markets may again soon be challenged, especially from 
the U.S.A. and Italy, by reason of the fact that those 
two countries are now taking increasing quantities of 
Argentine products. Fortunately, however, Britain’s 
exchange preference appears to be assured by the fact 
that neither Britain nor Argentina has given the requisite 
six months’ notice to terminate the Anglo-Argentine 
Trade Agreement at the end of this year. The opinion 
in well-informed circles is that, due to the undesirability 
of making any change during present unsettled world 
conditions, the Agreement will be allowed to remain 
in force indefinitely. 

The banking situation in Uruguay is normal, with 
the currency situation controlled by the State Bank. 
Economic conditions, however, have deteriorated some- 
what by reason of low world prices for wool—the 
principal product—and an increase in taxation is 
expected, particularly to finance the large programme 
of public works. There has recently been an increasing 
drain upon the attenuated foreign exchange resources to 
pay for these public works schemes, particularly the 
ambitious Rio Negro Hydro-Electrification scheme being 
carried out by German contractors. Apart from shortage 
of exchange, the position in regard to obtaining cover 
for imports has been rendered very obscure by the 
system of “individual quotas” for importers. The 
supply of permits appears to be unduly restricted in the 
case of imports from Britain—who is Uruguays 
principal customer—and endeavours are being made to 
obtain a more equitable distribution of exchange for 
British goods. 

Like most South American countries, Paraguay has 
now adopted a system of prior import permits which will 
favour those countries purchasing Paraguayan products. 
In Bolivia, conditions depend mainly upon the interna- 
tional tin market, and the exchange market became 
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obscure in June as the result of a new decree imposing 
strict control upon all foreign currencies derived from 
tin exports. 

Conditions in Chile are peculiarly dependent upon 
world markets, and, with a continued contraction in 
exports in the first quarter of this year, the active trade 
balance was further reduced. In these circumstances, the 
foreign exchange market for dollars and sterling continues 
stringent, and, under the new prior import permit system, 
there appears a tendency to favour countries trading 
with Chile under “compensation” treaties, particularly 
Germany. Nevertheless, despite the contraction in 
foreign trade and the perturbations caused by the 
January earthquake, there has been no notable change 
in internal economic conditions. The Reconstruction 
Finance Bill has now been signed, having for its object 
the reconstruction of the zones devastated by the earth- 
quake as well as general development purposes, and, 
thereunder, Chile may contract loans in foreign curren- 
cies for the equivalent of 2,000 million pesos as well as 
with the commercial banks for a further 500 million 
pesos, taxation to be increased to meet the relative loan 
services. 

During the first quarter of 1939, advances by the 
commercial banks in Chile showed a seasonal increase 
of 20,200,000 pesos, to an aggregate of 2,126,900,000 pesos, 
whilst deposits expanded by 25,400,000 pesos to a total 
of 1,906,500,000 pesos. The relative shortage of cash 
holdings produced the expected rise in the volume of 
rediscounts with the Central Bank, which fluctuated at 
around 70 million pesos, and on some occasions reached 
go million pesos. The effect of this was that the daily 
average of the surplus cash holdings of the banks for 
the quarter was 81.6 million pesos, out of a total cash 
holding of 366.3 million pesos. 

In Peru, the continued low price of cotton and 
depreciation in the exchange militates against recovery, 
but, latterly, the favourable balance of trade has ex- 
panded, and this, after the usual lapse of time, should 
bring easier exchange conditions and so remove appre- 
hensions as to the adoption of any restrictions, which so 
far have been avoided. The statement of the Central 
Reserve Bank of Peru as at April 30 last showed 
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holdings of gold and foreign currencies of 46,195,000 
soles, against liabilities of 154,600,000 soles, which com- 
pare with respective figures at November 30, 1938, of 
55,789,000 soles and {155,500,000 soles. Gold stocks in- 
clude 38,784,832 soles of the metal, which, however, are 
still undervalued at the statutory price, representing only 
about one-third of the market price. 

Due mainly to the persistently low price of coffee, 
Brazil’s trade balance continues adverse. Until a 
substantial favourable balance is established, there can 
be little hope of resumption of the foreign debt service, 
particularly as chronic disequilibrium persists in the 
Federal Budget, the gross deficit for 1938 being provi- 
sionally reported at the equivalent of about £14,000,000 
sterling. Moreover, although the newly-established free 
exchange market continues to function normally, the 
cost of remitting abroad—including, of course, payment 
for imports—has been increased by a depreciation in the 
national currency of about 7 per cent. since early April. 

There have been no concrete developments regarding 
the setting up of a Central Bank in Brazil, towards 
the establishment of which the U.S. Government was 
to contribute $50,000,000 in gold. It may be recalled 
that the authority of U.S. Congress was needed for this 
operation, and President Roosevelt’s widespread pro- 
posals for credits to Latin America are meeting with 
decided opposition in the Senate. Meanwhile, the 
general banking situation in Brazil continues normal, 
and an encouraging economic feature is a steady decline 
in note circulation, from the peak figure of 4,822,000 
contos at end-August last to 4,789,947 contos at May 31, 
1939. The outstanding feature of the banking returns 
for 1938 was an extraordinary increase in deposits over 
1937 by 32 per cent., to 11,665,000 contos. The greater 
part of the increase, however, was due to larger deposits 
at the Bank of Brazil, partly by public authorities— 
pensions funds, etc_—and partly by anticipatory pay- 
ment for imports pending exchange permits, although 
the latter arrangement was cancelled in April last by 
the establishment of the “free” exchange market. 
Aggregate banking loans in Brazil in 1938 increased by 
16 per cent. to 9,914,000 contos, although this g 
showing was mainly due to advances made by the Bank 
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of Brazil to public authorities and to official or semi- 
official institutions. It is noteworthy that deposits with 
the foreign banks at end-1938 represented more than 
ten times their aggregate capital (186,000 contos), which 
demonstrates the public confidence shown in the foreign 
institutions. 

Conditions in the Central American countries con- 
tinue normal on the whole, and, in Colombia particu- 
larly, the recovery is very marked, with import exchange 
permits still up to date. In early June projects were 
presented to the Chamber of Deputies in Venezuela 
relating to a new Banking Law and a law for the 
establishment of a central bank of issue. 


UNITED STATES 


The New Spending and Lending 
Plans 
By Our American Correspondent 


S had been expected, the Government has brought 
A forth a new recovery programme involving the 
outlay of $3,860 million. The plan proposes 
the extension by Federal lending agencies of credits for 
self-liquidating projects in six different fields : non-Fede- 
ral public works; toll roads and bridges; purchase of 
railway equipment to be leased to roads; rural electrifi- 
cation; farm rehabilitation; and foreign loans. The 
whole programme would be spread over a period of 
irom two to seven years and disbursements of about 
$870 million are contemplated in the fiscal year which 
began on July 1. 
The programme has a number of significant features. 
In contrast to the recovery spending plans of previous 
years the latest scheme is set up not as a temporary 
proposal but rather as a permanent revolving fund. 
By having the money advanced by Government 
agencies and by confining it, in theory at least, to self- 
liquidating projects the whole spending plan is placed 
outside the ordinary Federal Budget. This procedure 
is In accordance with the general anticipation that the 
New Deal Administration would seek to carry on its 
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spending in a disguised form. The plan met with a 
singularly apathetic response on all sides. The financial 
markets virtually ignored it. Even among the politicians 
of the President’s own Party there was a good deal of 
dissatisfaction, especially with the suggestion that a part 
of the money should be used to make loans to countries 
which are already in default on their obligations pri- 
vately held in the United States. 

In addition to this new recovery proposal the 
Administration is continuing to discuss various schemes 
for setting up agencies to make credit or capital available 
on easier terms to small businesses, notwithstanding the 
overwhelming testimony—not merely by bankers but 
also by officials of the Government—that ample credit 
is already available. 

Towards the end of June these spending and lending 
plans were overshadowed by a fight between the Ad- 
ministration and Opposition factors in the Senate over 
the renewal of certain monetary powers which had been 
held by the President since 1933 and 10934. These 
powers, namely, are his authority to alter the gold con- 
tent of the dollar by Presidential proclamation within the 
limits of 50 to 60 per cent. of the old gold dollar, the 
authority to maintain the $2,000 million stabilization 
fund and to purchase domestic newly-mined silver at 
a premium above the world price for silver. All were 
scheduled to expire on June 30. Conservatives in the 
Senate who wanted to deny the President a continuation 
of his authority to devalue the dollar combined with the 
Senators from the silver-producing States in a political 
deal which resulted in the enactment of a Bill termina- 
ting the President’s power over the dollar, but raising the 
price which the Treasury was required to pay the 
domestic silver-producers. This was one of the most 
important defeats on a monetary question that the Presi- 
dent has yet met, but in the end he was able to obtaina 
renewal of his authority to devalue by making his own 
deal with the silver Senators. For a few days following 
June 30 the country was technically without any stabili- 
zation fund, the President was without authority to 
change the value of the dollar and the Treasury tempo 
rarily suspended its silver purchases. On July 5, how- 
ever, the Senate concurred by a narrow margin In 4 
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measure already passed by the lower House, renewing 
for a period of two years the stabilization fund and the 
President’s authority further to devalue the dollar. 
Under the terms of this Bill the Treasury, which had 
been paying 64.64 cents an ounce for newly-mined 
domestic silver, will now pay 71.11 cents an ounce. 

A factor in securing the renewal of the President’s 
power further to cheapen the dollar was the assertion 
made by Administration leaders in the Senate that an 
attempt by Great Britain last autumn to depreciate the 
pound sterling had only been halted by a threat on the 
part of the Government here to meet such an act by 
further cheapening of the dollar. The President himself 
denounced with great vehemence the Senate’s attempts 
to revoke his power over the dollar, contending that it 
would have returned control of the currency to Wall 
Street and would have invited renewed international 
monetary warfare. The prevailing view in financial 
circles was that while the stabilization fund should be 
retained the devaluation power was no longer very 
important. To judge from their lack of any decisive 
movement, the -financial markets placed no great 
importance on the matter one way or another. 

The fiscal year which ended on June 30 was the ninth 
in succession to show a large deficit. Actual revenues 
amounted to $5,668 million and expenditures, exclusive 
of debt retirement, were $9,210 million, leaving an actual 
deficit of $3,542 million. The public debt on July a 
amounted to $40,566 million, as contrasted with $16,185 
million nine years earlier. In addition to this direct 
debt, the Government has a contingent debt of about 
$5,400 million consisting of obligations of Government 
agencies which have been fully guaranteed by the 
Treasury. 

Business showed moderate improvement during June 
and the anxieties felt earlier in the year that a major 
downturn might be at hand have been relieved. At the 
same time the continued unfavourable outlook abroad 
and the dissatisfaction felt by business with political 
developments at home restrain any tendency toward 
optimism and the security markets have been singularly 
apathetic. 

The influx of gold from abroad has continued at a 
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diminishing rate. Gold imports at New York in June 
totalled $207,500,000, of which $123,000,000 came from 
England and $55,500,000 came from Holland. About 
half of the month’s imports was placed under earmark 
for foreign account, lifting the total stock of gold ear- 
marked here for foreign countries at the end of June to 
$1,125 million. Monetary gold stocks of the United 
States came to about $16,110 million at the end of the 
month. 

Following some slackening in their purchases during 
May, the commercial banks resumed active buying of 
Government securities during June and the month's 
changes in the banking position followed the now 
familiar pattern of slightly diminished loans, greatly 
increased investments in Government obligations and a 
rapid advance in demand deposits. The following table 
shows the position of the reporting member banks of the 
Federal Reserve System in ror leading cities of the 
country as at June 28 compared with one month and one 
year before: 

(In millions of dollars) 
Increase or decrease 
since 
June 28, May 31, June 29, 


1939 =: 1939_—S ‘1938 

Demand deposits adjusted .. es 17,220 +255 +2,184 
Deposits of foreign banks “ ‘a 600 35 + 28 
Total loans and investments .. ws 21,951 +271 1,390 
Commercial, industrial and agricultural 

loans .. a a = a 3,833 + II — 103 
Loans to brokers - wi ws 648 -393 —- 4 
U.S. Governments, direct and indirect 10,571 +279 +1,313 
Other securities. . a ee = 3,291 + 29 + 309 
Reserves 7 8,479 + 30 +1,905 


Adjusted demand deposits of the New York City 
banks, which amounted on June 28 to $7,578 million, 
were more than $1,000 million above the previous high 
point touched in March, 1937, and were estimated by the 
Federal Reserve Bank of New York to be probably more 
than $3,000 million (or about 70 per cent.) above the 
highest point reached in 1929. Demand deposits in the 
100 other principal cities were estimated to be about 
$2,200 million, or around 30 per cent., over their highest 
point in 1929. 








ie | ee ae ae ee de 


INTERNATIONAL BANKING. 203 


FRANCE 


Position of French Exchange 
Fund 
By Michel Mitzakis 


OR the first time, the Finance Ministry published, 
F on June 25, the figures of the gold holding of the 
Exchange Stabilization Fund. The following 
table strikingly shows the increase in this holding since 
October last : 

GoLp STOCK OF THE EXCHANGE STABILIZATION FUND 

Weight in kilos 
io fine 

Oct.,1938 .. 54,.776°2148 2,067 ,369,049 
Nov., 1938 .. 128,725*5460 4,941,924,838 
mage =. 326,944°7952 12,502,442,858 

CT ee 376,485 0264 14,321,098,485 
‘eb. 1939 -- 459,131 °9448 17,423,319,020 

The genuine increase in the gold reserve was most 
pronounced in.December, as during November the 
increase was largely due to the fact that the Rente 
Stabilization Fund sold to the Exchange Stabilization 
about 47,200 kilos gold. It is understood that between 
February and July the gold stock continued to increase 
to an appreciable extent so that the fund was able at the 
beginning of April to cede to the Bank of France 5 mil- 
liards francs of gold. In spite of this transfer the gold 
stock of the Stabilization Fund is at present estimated at 
about 15 milliard francs. 

There has been no change in the cheap-money policy 
of the French Government, and the Paris money market 
remains well provided with funds at relatively low 
interest-rates. Even the turn of the half-year failed to 
bring about a firmer tone, except in day-to-day money, 
which rose from 14 per cent. to 2 per cent. The rate of 
discount remained between 1% and 2 per cent. The per- 
sistent repatriation of French funds is responsible for 
the plentiful supply of money and explains to a large 
extent the ease with which the Treasury and the public 
departments were able to maintain low interest-rates in 
spite of the frequent international tensions. 


Month Value in francs 
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The Bank Return shows very little change between 
April and July, as is shown by the table published below. 
There is a remarkable stability in the various items of 
assets and liabilities. The percentage of the note cover 
fluctuated within a narrow range between 63°15 per cent. 
and 64°25 per cent. 

RETURN OF THE BANK OF FRANCE 
End End End 
April May June 
(In million francs) 
ASSETS 
Gold bs wa ia As ‘a 92,265 92,266 
Currency reserves . . wi - 7” 741 739 
Commercial bills .. ie * 8 7,493 6,094 
Advances on securities .. ns wa 3,440 3,511 
Thirty days’ advances... a bs 293 357 
Loans to the State without interest .. 10,000 10,000 
Provisional advances to the State without 
interest .. i ai dij “s 20,576 20,576 


LIABILITIES 


Notes in circulation si ee 7 125,352 122,900 
Current and deposit accounts .. “- 19,460 20,709 
Including— 
Treasury Account fa bs si 1,823 2,103 
Sinking Fund .. a sa ~ 2,075 2,085 
Private accounts es - ” 15,427 16,404 
Total sight liabilities os “ 144,813 143,609 
Proportion of gold reserve to sight 
liabilities a ais as .. 63°15% 64-25% 63-76% 


The new rearmament loan was issued by virtue of 
a decree published on July 1. It consists of bonds 
repayable in two years to be issued by the Caisse 
Autonome de la Défense Nationale. The interest rate is 
34 per cent. payable in advance and free of income-tax. 

The Finance Ministry published at the end of July 
the figures concerning budgetary receipts during the 
first five months of the year. These figures show an 
increase of more than 4 milliard francs compared with 
the corresponding period of 1938. The increase was 
due in part to additional reserves created by the decree 
laws of May and November of 1938 and April of 1939 
and also to the increase of prices. The yield of taxes on 
securities was disappointing. The trend towards a trade 
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revival was largely offset by the uncertainty of the inter- 
national political situation. It is by means of additional 
taxation that the Government was able to balance the 
ordinary budget, while the rearmament budget shows a 
growing deficit. 7 

Taking advantage of the special facilities offered by 
the Government, a number of French companies issued 
shares and debentures during the first five months of 
1939. As is shown by the following table, the figure for 
May was higher this year, and was in excess of the 
average between 1932 and 1938. The average interest- 
rate on new debenture issues was between 53 to 6 per 
cent. compared with nearly 7 per cent. in 1938, 6°68 per 
cent. in 1937, and 6°34 per cent. in 1936. 


PuBLic IssuES IN FRANCE 


Existing companies New companies 
Shares Debentures Shares Total 


Monthly average 


(in millions of francs) 
312 1,459 1,823 
42 48 94 
100 193 296 
“is is a 8&4 150 4 237 
Jan. os sta 50 338 390 
Feb. av rae 13 330 35 378 
March... oF 83 316 401 


» April oc va 69 325 10 404 
» May a 69 449 30 548 
In spite of this financial activity, the Stock Exchange 
has remained stagnant since early June, owing to 
pessimism about the international situation. Even the 
favourable dividends announced and anticipated were 
unable to bring life into the Stock Exchange. A number 
of important companies decided to depart from their 
usual policy by which they wanted to accumulate 
reserves, and to pay larger dividends to their share- 
holders. These and many other companies have very 
substantial reserves. If the international situation 
becomes more satisfactory it is possible that the higher 
dividends will eventually affect favourably the tendency 
of the Stock Exchange. 
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Building Finance in Sweden 
By Our Correspondent 


NDER present conditions on the Swedish capital 
| | market, with the demand for fresh credit con- 

stantly lagging behind the steady growth of 
bank deposits, there is practically only one branch of 
business activity in this country that can register a more 
than normal expansion, namely, house building. 

In more normal times lending against mortgages in 
real estates was chiefly in the hands of special mortgage 
banks and savings banks. On account of a growing 
shortage of suitable investment opportunities, however, 
the joint-stock banks have recently been compelled to 
enter the less remunerative real-estate market. Since 
they are practically the only private finance institutions 
possessing an adequate organization for the finance of 
house building, they have succeeded in establishing a 
good contact with property owners, who convert build- 
ing credits into short-term mortgage loans as soon as the 
house has entered the stage of an earning asset. As 
early as 1936, bank loans against real-estate mortgages 
and credits for building purposes showed a tendency to 
expand. During 1938 this expansion became very pro- 
nounced, the aggregate amount of these credits rising in 
one year from kr. 1,760 millions to kr. 2,030 millions. At 
the turn of the first half of 1939 such loans exceeded 
kr. 2,170 millions. 

Since a great part of this lending represents building 
credits, the prospects for house building must be con- 
stantly watched by joint-stock banks. As yet, statistics 
of houses completed are available only for the first 
quarter of the current year, but these mark a new record 
for the last five years with a total of 5,180 houses for the 
entire country. As the number of houses still in the 
construction stage was also particularly high at the close 
of the first quarter, figures for houses completed during 
the six months will probably also reach a record. This 
being the case, the banks expect great activity in build- 
ing during the remainder of the current year, particu- 
larly as the purchasing power in the country Is increas- 
ing. So far the war danger has in no way depr 








investment interest in mortgage loans, though insurance 
companies, whose real-estate lending has hitherto been 
mainly concentrated on Stockholm, have lately begun to 
expand their lending in the smaller towns. 

Bank deposits increased during June by kr. 38 mil- 
lions to kr. 4,481 millions, short-term as well as long-term 
deposits accounting equally for the rise. Owing to the 
expansion of loans against real-estate mortgages, total 
advances increased by kr. 34 millions to kr. 4,535 mil- 
lions. The conversion of a State loan during the month 
resulted in an increase in the banks’ bond portfolio of 
kr. 23 millions to kr. 312 millions. Bank liabilities to 
foreign depositors and other creditors declined by kr. 15 
millions to kr. 385 millions, probably on account of 
foreign withdrawals, whereas claims against foreign 
debtors, as well as deposits in foreign banks, rose by 
kr. 16 millions to kr. 270 millions. Combining the 
foreign assets of the Riksbank and of the Swedish joint- 
stock banks, the aggregate foreign holdings amount to 
kr. 562 millions, as against kr. 543 millions in May. 
The gold reserve of the Riksbank stands at kr. 762 
millions. 


CZECHOSLOVAKIA 


No decision regarding the blocked Czech assets 
has yet been reached, but the Chancellor of the 
Exchequer has promised to publish the plan very 
shortly. According to the official figures, assets and the 
claims against them just about offset each other. The 
Chancellor of the Exchequer made a statement in the 
House reassuring Czech holders of sterling loans that 
under no circumstances will their names be communi- 
cated to the German authorities. 

The Slovak Central Bank made an attempt to claim 
its share of the gold which the Bank for International 
Settlements returned to Prague. It will be remembered 
that at the time the new bank was established in April, 
the German Press deplored the fact that the new central 
bank had to begin its activities without any gold owing 
to the seizure of the Czech gold reserve by the British 
Government. At that time, part of the gold held by the 
Bank for International Settlements had already been 
returned but nothing was said about this in the German 
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Press. After the fact became known that the Bank for 
International Settlements had surrendered the gold, the 
Slovak authorities were anxious to secure their share of 
that gold. Accordingly a committee of experts was sent 
to Berlin well equipped with statistical material to prove 
that Slovakia was entitled to a certain share. In Berlin 
they were told, however, quite definitely that if they 
thought that it was on their behalf the German authon- 
ties recovered the gold they were mistaken. They 
returned to Bratislava and the Slovak Foreign Minister 
himself went to Berlin in an attempt to obtain a reversal 
of the decision, but without success. 


SPAIN 

The scheme for the issue of a Spanish loan 
through an international banking syndicate has made 
no further progress. M. van Zeeland’s journey to 
Spain in connection with this scheme has also been 
postponed. The outlook remains the same, also, in 
regard to the restoration of normal commercial and 
financial relations between this country and Spain. No 
steps have been taken by the Spanish Government to 
liquidate the outstanding commercial and_ banking 
indebtedness. Trade between the two countries is at a 
low ebb and is transacted entirely on a cash basis. An 
attempt was made by British cotton exporters to create 
a market for bills without recourse drawn on the Spanish 
official cotton-making organization and collected by the 
Banca Espanol de Credit. Although small amounts 
were placed at the rate of about 14 per cent. to 2 per cent. 
per month, not much was done, owing to the political 
uncertainty. Most people were reluctant to buy the 
bills even at such apparently attractive rates. 

The question of the £8,000,000 of Spanish gold 
blocked in France is still in abeyance. French banking 
creditors insist upon obtaining settlement of their claims 
out of that gold deposit. 


DANZIG 

On July 3 the Bank of Danzig suspended until 
further notice interest and amortisation payments 
on the foreign funds of the Free City of Danzig. The 
decision to default on external loans has aroused 
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much indignation, for the Bank of Danzig’s gold reserve 
is known to be intact. In fact, the Bank is known to 
have acquired foreign exchange, amounting to about 
£1,000,000, by calling in all foreign assets held by private 
individuals and firms. This item does not appear in its 
returns. 

It is worth noting that the League Loans Committee, 
which in the past has always taken a very firm attitude 
in case of defaults on loans, has so far refrained from 
making any statement criticizing the default of Danzig. 


GREECE 


The complacent attitude of the League Loans 
Committee in connection with the Danzig default con- 
trasts strongly with its attitude towards the partial 
default on the Greek Loans. Admittedly, the terms 
fixed by the Greek Government are not very satisfactory 
for the bondholders, but, given the fact that this country’s 
trade with Greece shows a heavy surplus of British 
exports to that country, it is very difficult for Greece to 
find sufficient cash for her debt service. The Greek 
Government’s attitude has always been that if only Great 
Britain were to increase her tobacco purchases from 
Greece the service of the foreign debt could also be 
increased. A credit of £2,000,000 has just been granted 
to Greece by the British Government without insisting 
upon an agreement with the creditors as a preliminary 
condition of the new advance. 


CHINA 


The past month has seen a drastic slump in 
the value of the Chinese dollar from 84d. to 
4d. Towards the end of June, an initial sharp 
depreciation to 64d. due to the temporary withdrawal 
of Stabilization Fund support resulted in some important 
changes in the banking and currency exchanges in 
China. The National Government declared a morato- 
mum for deposits exceeding 500 Chinese dollars per 
week and this brought about a shortage of Chinese 
dollars. Prior to this, the uncertainty as to the prospects 
of the Chinese exchange had induced the majority of 
merchants to convert all their liquid funds into sterling. 
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Once Chinese dollars became difficult to obtain from the 
Chinese banks it became necessary for merchants to sel] 
sterling to the Stabilization Fund in order to obtain 
Chinese currency for their immediate requirements. 
The result was a slight improvement of the Chinese 
exchange rate and the strain upon the Stabilization Fund 
relaxed. It was only possible to hold the new rate until 
the middle of July, when the Stabilization Fund again 
withdrew from the market and the fresh slump 
occurred. Since the extremely heavy adverse balance of 
trade has been aggravated by speculation against the 
currency there is little doubt that the resources of the 
Stabilization Fund must be nearing exhaustion. The 
question is thus whether the British Government will be 
induced to provide additional credit, since the Chancellor 
has recently reaffirmed in the House that stability of the 
= dollar is still regarded as an interest of British 
trade. 


JAPAN 


Japanese exchange resources are also beginning 
to feel to am increased degree the strain of the 
prolonged Chinese war. As from July 1 the Japanese 
exchange restrictions were strongly reinforced. The 
maximum amount allowed to travellers going abroad 
was reduced from 2,000 yen to 500 yen. Special permis- 
sion has to be obtained for larger amounts. On the 
other hand, the embargo on the repatriation of Japanese 
banknotes has been somewhat relaxed. It is now per- 
mitted to import 200 yen per person. There is a large 
amount of Japanese banknotes in London. The unoff- 
cial quotation of these notes in this country is od. per 
yen, compared with the official exchange rate of Is. 2d. 
Although previously the export and import of notes was 
strictly forbidden, large amounts have, nevertheless, 
been brought out of Japan. An international financier 
is known to have sold an important mining concession 
to Japanese interests and to have transferred the 
proceeds in the form of yen notes. 





Obituary 
Baron Emile d’Erlanger 


Through the death of Baron Emile d’Erlanger the 
City loses a banker of international reputation who was 
at the same time a man of wide culture and an outstand- 
ing personality in the financial community. Among the 
many enterprises with which he was associated, his out- 
standing achievement will undoubtedly be regarded as 
the part he played in the development of Rhodesia. In 
association with Cecil Rhodes, he was responsible for 
the finance of the Rhodesian Railways and its construc- 
tion by Messrs. Pauling and Company, of which he was 
chairman. A sequel to this enterprise was the successful 
conversion, carried out as recently as February, 1937, by 
the Baron’s family firm of Erlangers Limited, of the 
£20,000,000 debentures of the Rhodesian Railways. 
Baron d’Erlanger was one of the few bankers to achieve 
distinction as a poet. His death will be profoundly 
regretted. 


Appointments and Retirements 


Bank of Greece 

The Greek Cabinet has approved the appointment 
of M. John Drossopoulos, governor of the National Bank 
of Greece, as governor of the Bank of Greece. M. 
Drossopoulos succeeds M. Tsouderos, whose resignation 
was recently announced. 


Bank of Scotland 

Mr. Robert M’Cosh, of Edinburgh, has been 
appointed an ordinary director. He is a director of 
Ailsa Investment Trust and Scottish Equitable Life 
Assurance Society. 


Barclays Bank 


The retirement is announced of Mr. A. S. Astbury, 
the senior local director of Barclays Bank, Birmingham, 
after 42 years’ service. 
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British Linen Bank 

Mr. James Forrest, manager at London Office, has 
retired after long and valued service. He is succeeded 
by Mr. Charles K. Jordan, deputy manager at London 
Office. Mr. Andrew P. Anderson, accountant at 
Glasgow Office, succeeds Mr. Jordan as deputy manager 
at London Office. 


Chartered Bank of India, Australia and China 
Mr. A. O. Lang, Deputy-Chairman of the P. & 0, 
Steam Navigation Company, has joined the board. 


Comptoir National d’Escompte de Paris 

After 55 years’ service as London manager of the 
Comptoir National d’Escompte de Paris, Mr. G. W. 
Korts has retired. Mr. F. Magnin, joint manager, has 
been appointed manager. The management now con- 
sists of Mr. F. Magnin, manager, Mr. F. J. Garnett, sub- 
manager, and Mr. P. Beuzon, now appointed a sub- 
manager. 


Eastern Bank 

Mr. F. H. Sutton, general manager, has retired and is 
succeeded by Mr. N. S. Golder. Mr. F. B. Sadler has 
been appointed London manager. 


English, Scottish & Australian Bank 
Lord Huntingfield has been appointed to a seat on 
the board. 


Hambros Bank 

Mr. Sydney Colvin, a general manager of Hambros 
Bank Limited, has retired after 47 years in the City. He 
was with the British Bank of Northern Commerce 
Limited when it was amalgamated with C. J. Hambro 
& Son in 1920. 


Lloyds Bank 

Mr. D. R. Colville, hitherto assistant treasurer, has 
been appointed treasurer of the bank on the retirement 
of Mr. M. Brodie Hoare. Mr. Brodie Hoare entered the 
service of the bank in 1899, being appointed an assistant 
manager of the City Office in 1911, treasurer’s assistant 
in 1919 and treasurer of the bank in 1922. 

In the Advance Department at Head Office, Mr. H. 
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Empson, hitherto an inspector, Mr. F. G. Jarvis, from 
Tottenham Court Road, W., and Mr. S. Rutherford, 
M.C., from Romford, have been appointed controllers; 
Mr. J. H. Clemens, from North End, Portsmouth, has 
been appointed an assistant controller. 

In the Chief Inspector’s Department at Head Office 
Mr. J. E. Way, hitherto an inspector, has been appointed 
an assistant chief inspector; Mr. F. T. Henshaw, from 
Tenterden, Mr. G. A. Mortimer, from Elland, and Mr. 
W. J. Sowerby, from Great Portland Street, W., have 
been appointed inspectors. 

Mr. R. E. Harbord, from Regent Street, W., has been 
appointed manager of Belgrave Road branch, S.W. 
Mr. R. A. Miller, hitherto an inspector, succeeds Mr. 
Harbord as manager of Regent Street branch. 

At Cranbrook Road (also High Road) branch, Ilford, 
Mr. J. P. Jeans, from Highcliffe-on-Sea, has been 
appointed manager. 

Mr. W. Murgatroyd, from Halifax, has been 
appointed manager of Elland (also Greetland) branch. 

At High Holborn branch, W.C., Mr. H. W. L. Loader, 
from Belgrave .Road, S.W., succeeds Mr. F. C. Kennish 
as manager on Mr. Kennish’s retirement after 49 years’ 
service. 

Mr. O. G. Stanford, from 399, Oxford Street, W., has 
been appointed manager of Lewisham branch, S.E. 

Mr. P. C. Chevalier, from Cranbrook Road, Ilford, 
has been appointed manager of Romford branch. 

On the retirement of Mr. R. J. Cuthbertson, Mr. G. N. 
Gradon, hitherto clerk-in-charge at Chopwell, has been 
— manager of Shotley Bridge (also Chopwell) 

ranch. 

Mr. G. T. Child, from High Wycombe, has been 
appointed manager of Tenterden branch. 

At Tottenham Court Road branch, W., Mr. W. W. D. 
Redwood, hitherto an inspector, has been appointed 
manager. 

Mr. A. J. Faux has been appointed manager of 
Kensington High Street branch, W. 


Martins Bank 


Mr. H. C. S. Whalley, from Head Office, has been 
appointed assistant manager at South John Street 
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branch, Liverpool, in succession to Mr. R. C. Eastwood, 
Mr. Eastwood has been appointed manager at Waterloo 
branch, near Liverpool, in succession to Mr. C. M. Long, 
who has retired. 

Mr. V. Higham, hitherto manager of Heaton Mersey 
branch, has been appointed manager of Cleckheaton 
branch on the retirement of Mr. B. E. Hodgson. 

At Newcastle-upon-Tyne District Office, Mr. T, 
Smithson, hitherto North-Eastern District superin- 
tendent of branches, has been appointed assistant district 
manager of the North-Eastern District in succession to 
the late Mr. E. Jackson. 

Mr. C. S. Boden, hitherto manager of Heaton Chapel 
branch, succeeds Mr. J. R. Branscombe as manager of 
Sittingbourne branch. 


North of Scotland Bank 

Mr. T. M. Stephens, manager of the London Office, 
has retired after 51 years’ service with the bank. He 
opened 15 years ago the bank’s present branch in 
London, of which he has been manager until his 
retirement this year. 

The death has occurred of Sir Alfred N. MacAulay, 
joint agent at Golspie branch and agent at Brora branch. 
Mr. Alfred C. MacAulay, who was associated in the 
agency at Golspie branch with Sir Alfred N. MacAulay, 
is now sole agent at that branch. 

Mr. Reginald Melville, sub-agent at Brora branch, 
has been appointed agent at that branch. 


Queensland National Bank 


Mr. F. D. Brough has been appointed London 
manager of the Queensland National Bank. 


New Branches 


Martins Bank 


A new branch has been opened at 47, Booker Avenue, 
Liverpool, 18, under the management of Mr. L. S. 
Johnson, manager of Mossley Hill branch. 

At Northampton the bank has been transferred to 
its new premises at 18, The Drapery. The bank hada 
stand in the Great Yorkshire Show Ground at Halifax 
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last month and have arranged for similar facilities for 
their customers at the Royal Agricultural Show at 
Lancaster in August. 


National Bank of Scotland 


A branch of the bank, to be known as Glasgow 
Anniesland branch, has been opened at 1558, Great 
Western Road, Glasgow, W.3, under the charge of Mr. 
D. M. Brown, agent at Glasgow Byres Road branch. 


Westminster Bank 


A new branch has been opened in the Cattle Market, 
Station Road, Ashby-de-la-Zouch, under the manage- 
ment of Mr. H. E. Simpson, of Market Street. 


Books 


Review OF WORLD TRADE, 1938. Published by the 
Economic Intelligence Service, League of Nations. 
(Geneva, 1939. London: Allen and Unwin. 
2s. 6d. net. 


THE annual volume of international trade indicates 
a contraction of world trade during 1938. The decline 
of the volume of trade was 8 per cent., while its gold 
value fell by 13 per cent. In particular the United 
States imported 35 per cent. less than in 1937 and 
American exports also declined more sharply than those 
of the chief manufacturing countries of Europe. 
According to the material published in this volume there 
isa tendency towards an increase in the volume of trade 
between currency blocs. Thus, Great Britain has 
recently increased her trade with countries of the British 
Empire and of the sterling bloc. Japan has increased 
her trade with countries of the yen bloc and Germany 
increased her trade with exchange control countries of 
south-eastern Europe and Latin America. A gratifying 
feature is that creditor countries have increased their 
adverse balances in relation to their overseas possessions, 
enabling the latter to transfer the amounts due for debt 
payment. 
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STATISTICAL YEAR BOOK OF THE LEAGUE OF NATIONs, 


(Geneva, 1939. London: Allen and Unwin, 
Tos. net.) 


Tuis is the thirteenth issue of this Year Book, which 
has become indispensable for economists, bankers, and 
businessmen concerned with world trends. It contains 
a remarkable volume of statistical information which 
gives a bird’s-eye view of development in production, 
finance, and commerce. The present volume contains 
some new tables concerning the production of various 
classes of goods. Another innovation is a large synoptic 
table showing histories of the world’s currencies during 
the last ten years. 


AN OUTLINE OF INTERNATIONAL PRICE THEORIES. By 
Cut YvuEN Wu. With an_ introduction by 
Professor LIONEL Rosespins. (London, 1939: 
George Routledge and Sons. 15s. net.) 


THE international aspects of economics have received 
a growing volume of specialized attention during recent 
years. Mr. Chi Yuen Wu’s book is a valuable contribu- 
tion to this literature, as he gives a historical survey of 
the development of international price theories. By far 
the larger part of the volume deals with international 
price theories in the past while post-war developments 
are disposed of in a comparatively brief chapter. 
It is as well, since most books of a similar kind fall 
into the other extreme. The book contains a valuable 
bibliography. 


SWITZERLAND AND HER INpDUSTRIES. (Lausanne, 1939: 
Swiss Office for the Development of Trade.) 


Tuts publication gives a comprehensive picture of 
Switzerland’s production, trade and economic structure. 
There are two excellent maps and thirty-eight photo- 
graphs of Swiss scenery and notable buildings and also 
of outstanding examples of Swiss industrial and 
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engineering achievements. A copy will be sent upon 
application to the Swiss Office for the Development of 
Trade at Lausanne. 





PUBLICATION RECEIVED 


Burroughs Adding Machine, Ltd., has produced, in 
collaboration with the Imperial Tobacco Co., a series of 
pictures in an attractive coloured folder showing the 
successful accomplishment of a large-scale scheme of 
mechanization of accounting routine by one of the 
world’s greatest business institutions. During the last 
eight years the Imperial Tobacco Company has installed 
several hundred Burroughs machines of varying types, 
and these pictures reveal the extent of the reorganization 
that has taken place. 


STATISTICAL 
YEAR-BOOK 


of the League of Nations 
1938/39 


330 pages, in wrappers 10/- net 
bound in cloth 12/6 net 


NOW ON SALE 


BUILDING 
SOCIETIES 
YEAR BOOK 
1939 


Official Handbook of the 
Building Societies Association 


Thirteenth edition, containing 
much valuable data concerning 
in particular population, pro- 
duction and exchanges. The 
Statistical Year-Book of the 
League of Nations is everywhere 
Invaluable to Bank Officials regarded as the most complete 
as the only complete work 
of reference on Building 
Societies 


and the most scientific produc 


tion of its kind 


Of all booksellers or from the Sole Agents for 
Great Britain, Northern Ireland and the Crown 
Colontes : 


GEORGE ALLEN & UNWIN 
LTD. 
40 Museum Street, LONDON, W.C.1 


FRANEY & CO., LTD., 


GRAHAM HOUSE, TUDOR STREET 
LONDON. E.C.4 
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Bank Meeting 


STANDARD BANK OF SOUTH AFRICA ; 


SOl 


ND 


MR. ROBERT 


HI One Hundred and Twenty-sixth 
Ordinary Meeting of the Shareholders 
of the Standard Bank of South Africa 

Ltd held on the 26th July, 1939, at 

Southern House, London, E.( 

Mr. Robert E. Dickinson | 
said You will all have received a copy 
ot the Report an Balance Sheet for the 
vear ended 31st March last I 


will 
briefly to some of the changes in the 
as compared 


was 


who presided 


rete! 
figures 
with = the previous years 
wcounts 
On the 
have increased 
\s you know, at the present issue 
our own Notes in Southern Rhodesia and 
South West Africa, but, following the recent 
establishment the Currency Board in 
Southern our Rhodesian Note 
£807,756, will be 
Board 


Notes in Circulation 


} ooo to 


Liabilities side 


tror is £942,000 





time we 


Rhodesia 


issue amount 


Currency 


Southern 
Act the 
agreement 


Rhodesia 

nterest to 

appointed as 

mndon t ern Rhodesia 
rT ird 

I side 

and 

#4525,000 


Collection 


Liabilities 
Deposit, Current 
have increased by 

Bills et {Or 

are higher by about / 
On the Assets side 

call and short notice 


over 142.000.0000. and 


‘ ( Balance Sheet 
+} Ace 


e ounts 
and Cust 


ymers 
350,000. 

Cash in hand and 
reflects an increase 
Investments are 
On the other 


000 


by approximately 453 
} 


and, Bills of Exchange Purchased declined 
by 4858,000 and Discounted, Advances 
and other Accounts ll by 
being due to 

activity 


Bills 
to Customers 
this 


40 3,000 


down of business 


PROFTI 

from the profit and lk 
appropriation 
there was 


ALLO 
You ill 


uunt that 


\TION O| 


observe 
after making an 


mntingencies account i balance 


roftit rf 973,14 as against /621,033 

Including the am 
forward there remained 
for disposal the £744,072. The 
interim dividend n January last 
absorbed /1 ter appropriating 
bank 


ne previous yea! unt 


170,925 brought 


i 
and af 
£75 down 
ther is a ba 44,0 

ecommended that 150,000 _ be 
d to the Officers Fund 
final dividend of 7s . hare be 
wether with a ' 


25,000 


000 to. writin 


] f 
ince o 


premises 


Pension 


bon is Oot 28 pel share 
a total of 14 per cent. for the year, 

4169,072 be carried forward. 
the quieter business 
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conditions which prevailed during the vear 

the figures will, 1 am sure 

satisfactory. The proposed 

#150,000 to Officers’ Pension Fund js thy C 
that for the previous year, 4s 

the Chairman mentioned at the last Meeting 

this amount is considered necessary in wi 


be regarded 


allocation 9 4 


Same as 


of the larger liability accruing against th 


Fund as the result of the increase in t Gi 
numbers of the staff consequent upon t Kit 
growth of our business. Os 
por 

PROSPERITY OF THE UNION Co 
Turning now to general matters I may Th 
say that, while the year under review was 
characterised by political disturbances in on 


Europe and universal decline of trade 
business conditions in the Union, althoug 
quiet, remained fairly steady. The pros. Lo 
perity of the country is dependent to 
great extent upon external economic 
ditions, and it could not be expected that 
South Africa would repercussions 
of the depressed conditions caused by the 
unsettled state of international 
but by virtue of her geographical positio 
and the continued expansion and prosperit ; 
of her most important industry, gold mining 
the Union has suffered less in this respect 
than most other countries 

0 


Some indication of the maintenance 
a healthy position notwithstanding advers 
external influences may be found in the 
figures given by the Minister of Finance 
when introducing the last Budget. Ir 
place of the deficit of £100,000 contem] ted 
by the Budget for it was estimate¢ 
that actual receipts expenditure 


est ape 


politi s 


19 35-39 


and 


the year would result in a_ surplus M 
41,050,000. : 
P ‘ S 
Since the close of the financial year St 
Union Government issued a loan in Londot 7 

to the extent of 45,000,000 on a 34 per cent 
— 

basis at 964 per cent., which was well received 
and largely oversubscribed 1 

Ihe value of the total mineral output 


including the currency 
approximate!) 


Union for 1938 


premium = on gold 
an increase ol ‘4 000.000 OVE 


was 
495,000,000 
the figures for 1937 

In conclusion, I think you will have been 
impressed by the sound and liquid posit 
of the Bank as evidenced by the acc 
with which we have been dealing. - 
have already indicated, we cannot look 10 
the return of normal business conditions 
until an improvement in world affal 
about the restoration of confidence, 
may congratulate ourselves that our business 
lies mainly in a country which has suc 
great natural resources. (Hear, hear). 


The report was unanimously adopted. 


As 


rs brings 


but we 


BANK OF TAIWAN, LTD. 


(Incorporated In Japan) 


lished 1899, by Special Imperial Charter of the 
= Government, with authority to issue notes 
in Formosa. 


Head Office: TAIPEH, FORMOSA. 
Central Office in Japan: TOKYO. 


Branches: 


Amoy, Batavia, Bombay, Canton, Dairen, Foochow, 

Giran, Hankow, Heito, Hongkong, Kagi, Karenko, 

Kirun, Kobe, Makong, Manila, Nanto, New York, 

Osaka, Semarang, Shanghai, Sintiku, Syoka, Singa- 

pore, Soerabaia, Swatow, Taityu, Tainan, Taito, 
Takao, Tansui, Toen, Yokohama. 


Correspondents in every Principal Town in the World 


The Bank transacts General Banking and Foreign 
Exchange Business, and acts as Business Agents for 
otber Banks. Deposits are received for fixed periods 
on terms which may be ascertained on application. 


London Office : 40 & 41, Old Broad St., E.C. 2. 
M. DOI, Manager. 


Telegrams: Foreign—* Taiwangink, London.” 
Telephone: London Wall 5331-3 (3 lines). 


Economic Problems 


of the Next War 
By Paul Einzig 
7s. 6d. net 


MACMILLAN & CO. LTD. 


St. Martin’s Street, London. W.C.2 
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(Members of the London Bankers’ Clearing House) 


NATIONAL BANK 


LIMITED 
Established 1835 


Capital Subscribed £7,500,000 


Founded over a Century ago, the progress 
of the Bank is well illustrated in the 
following figures : 

YEAR NUMBER OF OFFICES 
1850 _- 47 (- 
1900 - 100 - 
1939 - 273 -« 
Ht 
ENGLAND 
HEAD OFFICE : 13-17, Old Broad Street, 
London, E.C.2, and 26 Metropolitan and 
Provincial Branches and Sub-Offices. 


DEPOSITS 
£1,192,000 
£11,253,000 
£36, 109,000 


IRELAND 
Cuier Orrice: 34 and 35, College Green, 
Dublin, and 245 Branches and Sub-Offices 
throughout the Country. 


Complete Banking Service available. Special 
Departments for Foreign Exchange, Income 
Tax and Executor and Trustee Business. 


AGENTS AND CORRFSPONDENTS THROUGHOUT THE WORLD 


inane to purchase, 

THE BANKER, 1926- 
1938 ; especially Vols. I to III. 
Write: Dept. S.H., Messrs. Wo. 
Dawson & Sons, Ltp., Cannon 
House, Pilgrim Street, London, 


E.C.4. 


THE YOKOHAMA SPECIE BANK 


LIMITED 


Incorporated in Japan. 


Established 1880 





Subscribed and Paid-up Capital 


Reserve Fund - 


Yen 100,000,000 
Yen 138,400,000 





Head Office - YOKOHAMA. 





BRANCHES IN ALL PRINCIPAL PARTS OF THE WORLD. 
London Office :—7, BISHOPSGATE, LONDON, E.C.2. H. KANO, London Manager 
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Some Lloyds Branches 
By Professor C. H. Reilly 


esthetics. Should a bank, or indeed any 
building owner, take an imitation Gothic building 
put up during the earnest if mistaken Gothic revival of 
the nineteenth century and, instead of rebuilding it as 
a building of this century, spend quite a lot of money 
in translating it from a nineteenth-century edition of 
medieval Gothic building into a twentieth-century one? 
The nineteenth-century architect probably took his 
imitation Gothic architecture much more seriously than 
his twentieth-century adapter. To him his Gothic was 
probably almost a matter of religion. He, no doubt, 
called it, as did Mr. Ruskin, “the only Christian way 
of building.” Yet what an uncomfortable thing he 
generally made of it, how hard and cruel were the 
results of his piety! The lighthearted, if rarer, Gothic 
of to-day, with its greater use of timber and plaster, put 
up, no doubt, by the present-day architect, if not exactly 
with his tongue in his cheek, yet with a certain bravado 
as if he were building in a past or even foreign style 
for exhibition purposes, is often far more pleasing. I 
notice this in contrasting, say, the famous hard and red 
Gothic Prudential buildings erected by the late 
Mr. Alfred Waterhouse, R.A., in town after town, or his 
big, red Hotel Metropole in Brighton in the same 
materials and manner, with the frankly gay but Gothic 
public houses which go by the name of Henekeys. 
several of which the South Coast towns also possess. 
At Marlborough, on what I believe is the widest 
street in England, was once a Lloyds bank housed in a 
red-brick Victorian Tudor building with three gables to 
the street, and below these three far too large stone- 
mullioned windows, and below these again three still 
taller windows, two of which were projecting oriels; then 
a little pent roof and then the plate-glass bank-windows 
in what one may call Railway Station Gothic. All this 
was very far from medizval in spirit. I suppose the 


| ] ERE is a nice question, both in morals and in 
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Victorians, while bowing the knee to “ the only Christian 
style,’ could not really bring themselves to use the low 


He oe 


THE MARLBOROUGH BRANCH, ON THE LEFT, 
REMOVAL FARTHER ALONG THE STREET 


AS IT WAS BEFORE 


THE AS IT WAS BEFORE THE PRESEN 
ALTERATION 


They 


rooms and small casements of the Middle Ages. 
had to be pompous and comfortable at all costs. After 
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a while the bank moved along the street into a still harder 
version of Christian architecture. In its old premises the 
effect of the hard vertical lines of the windows and of 
their mullions, all out of scale with the building and with 
its neighbours, was at least softened by the curved lines 
of the gables. In their new premises, there were likewise 
three gables and tall Railway Station Gothic windows 


Mr. F. S. Elgar 
THE MARLBOROUGH BRANCH AS IT IS TO-DAY 


below them, but the gables scorned all curves and ran 
up to the sky in narrow, steep triangles ending in 
elaborate iron spikes, as if to impale a passing angel. 
There were three tall windows equally out of scale under 
these gables and a couple of large oriels below as before, 
though divided up in a more humane way; and again 
the pent roof over the bank windows, presumably to 
give the interior the right funereal gloom for such a 
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mundane affair as banking. These similarities make me 
think the same architect was responsible for both 
buildings, but that between designing the two he had 
had a further seizure in a more severe form of the proper 
Christian way of building. 

Then along comes Mr. F. S. Elgar, architect of 
Salisbury, who cheerfully knocks out the whole front 
and all the earnestness which went with it and leaves 
only the roof and chimney to show it is the same 
building. The very brickwork he covers with tile- 
hanging, and then in front replaces the oriels and other 
projections with a gay piece of Tudor Exhibition 
Gothic which would touch the heart of Mr. Henekey. 
[ hope, if such a gentleman really exists, that he 
sees it and Mr. Elgar as a result gets a number of his 
expensive and elaborate public-houses to build, some 
even with panelled college banqueting halls and cloistered 
garths for healthy open-air drinking. The fact is, I 
much prefer this jolly, picturesque sham, as I think most 
people would, to the hard, semi-religious Victorian sham 
it has replaced. I cannot take it, of course, very seriously. 
I should be very tempted in passing to pretend I had 
made a mistake and walk in and ask for a pint of 
bitter at the counter from one of the cashiers. Looking 
at the street as shown in the illustration, I should 
certainly drive up to it as the one inn in sight. Fora 
serious bank building, though, is not the result a little 
too “ Ye Olde,” a little too Tudor-tea-housey, however 
much more pleasant and picturesque it is than its 
semi-religious predecessor ? 

Looking at the design of the new front in detail for 
a moment, picturesque as it is with its two projecting 
features running through the upper stories, each different 
in detail, and with the irregular arrangement of windows 
between them, one must admit that these features, 
interesting as they are in themselves and especially when 
seen in the perspective of the street, when their projection 
is realized, do not fit well above the verandah roof of 
the banking storey into which they seem to sink. 
Such projections over the building line must be carried 
in the medieval way by projecting the floor beams under 
them, a method shown higher up in the features them- 
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selves, and it is this sudden jutting out of upper stories 
which largely gives the character to a mediaval street 
building. The “roofed verandah to the banking storey, 
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in both the old bank and in the present one before the 
latest alterations. It must take away a certain amount 
of light from the banking premises—in the old bank, | 
see, glass had to be let into it—as must the small 
hexagonal leading to the windows. If rectangular 
leading of a much larger size was right for the small 
domestic rooms above, surely smaller panes must be 
quite wrong for the bank? Panes in leaded lights, like 
the panes in sash windows, help to set the scale of the 


Mr. A. G. Johnson 


THE INTERIOR OF THE GANT’S HILL BRANCH 


under-pattern in a building, and it is generally wise to 
keep this scale the same throughout. Another curious 
feature is the narrowness of the door, which 1s 
emphasized by its triangular gabled head which appears 
to be doing its best to compete with the two main gables 
above. If the leading to the bank windows is too 
finicky in comparison with that to the other windows, 
the detail of the carved balustrade carrying the bank's 
name seems to me too large. If this were really the 
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exhibition building it looks at first glance these little 
inconsistencies would not matter. They do not greatly 
affect the general appearance. That, too, will be much 
improved when the hanging sign, for which the architect 
has made provision in the left-hand gable, is in place. 
Such a sign, so placed, is well in the spirit of the design. 

The Gant’s Hill branch by Mr. A. G. Johnson, the 
Bank’s London Building Inspector, has no such 
medieval ambitions or fripperies about it. It is, indeed, 


Architect] [Mr. A. G.* Johnson 


THE STANMORE BRANCH 


a very simple statement of the requirements and is all 
the better for that. Instead of a verandah and the 
smallest possible panes to keep out the light, the bank 
window is in large sheets and set in a frame of black 
marble which makes it, rightly, the main feature of the 
facade. With its plain surround of white stone on which 
is set the bank’s name, this framed effect of a great 
window and door is very effective. The upper storeys, 
however, seem to me to be spoilt by two things. The 
first is the too sudden change to small panes in the 
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windows and the multiplying of white lines involved, 
and the second is the name of the tenants, “ Wesleyan 
and General Assurance Company,” in letters which 
compete with the name of the bank. The interior has 
a straightforward-looking, practical air. The screens to 
the cashier's counter are particularly simple and good 
and suit the general simplicity. The glass screen to the 
row of desks behind, to hide any untidiness there, is a 
point to notice. 
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Mr. A. G. Johnson 


THE INTERIOR OF THE STANMORE BRANCH 


The Stanmore branch, by the same Inspector of the 
Bank, does not seem to me quite so successful, mainly 
because it is more pretentious. Its pediment and the two 
big, arched windows, over-crowding the return flank, 
are, I think, the chief cause of this. The interior, with its 
fittings a littke more highly moulded, is consistently in 
character. 








